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Politics 

I British general election 

Share of vote, 2015, % 
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David Cameron appointed a 
cabinet, after the Conservative 
Party confounded the pollsters 
by winning a small majority in 
Britain’s election, a landmark 
event that has reshaped the 
country’s political landscape. 
The Liberal Democrats, which 
had governed in coalition with 
the Tories over the past five 
years, saw their vote collapse, 
returningjust eight mps. The 
main opposition Labour Party 
did not do as well as had been 
predicted and was virtually 
wiped out in Scotland by a 
resurgent Scottish National 
Party Scotland’s demands and 
a referendum on eu member- 
ship will feature large in Mr 
Cameron’s second term. 

Ed Miliband resigned as 
Labour leader after the elec- 
tion, as did Nick Clegg as 
leader of the Lib Dems. Nigel 
Farage promised to step down 
as leader of the uk Indepen- 
dence Party, which came third 
in the popular vote, when he 
failed to win a seat. But his 
party asked him to stay on. 

The European Commission 
outlined a plan that would 
allow 20,000 refugees to 
resettle across Europe. As Italy 
struggles to cope with an 
influx of people arriving by 
boat from north Africa, the 
commission also proposed an 
arrangement to share out 
asylum-seekers. More than 
60,000 have tried to make the 
crossing so far this year alone. 

Greece came close to running 
out of cash. Yanis Varoufakis, 
the finance minister, said the 
country’s liquidity situation is 



“terribly urgent. . .we are talk- 
ing about the next couple of 
weeks.” On the same day he 
raided Greece’s holding ac- 
count at the IMF to repay a 
€750m ($844m) loan instal- 
ment owed to the fund itself 
The Greek economy, mean- 
while, fell back into recession. 

At least 22 people died in 
Macedonia when security 
forces carried out an operation 
near the border with Kosovo 
against an ethnic-Albanian 
group that the government 
described as terrorists. 

Don't nod off 

South Korea’s intelligence 
service said that the defence 
minister of North Korea had 
been executed-by anti-aircraft 
fire-for falling asleep in a 
meeting attended by the 
North’s leader, Kim Jong Un, 
and for disobeying Mr Kim’s 
orders. Recently the South’s 
spooks have reported several 
executions of North Korean 
officials. Their past claims have 
not always been correct. 

China declared that Septem- 
ber 3rd would be a holiday to 
mark the 70th anniversary of 
Japan’s surrender at the end of 
the second world war. The 
country is also expected to 
hold a military parade in Beij- 
ing that day, the first in the 
capital since President Xi 
Jinping came to power. 




Mr Xi attended a parade held 
in Moscow on May 9th to 
celebrate Russia’s defeat of 



German forces during the war. 
Western leaders stayed away. 

India’s prime minister, Na- 
rendra Modi, began a three- 
day visit to China. Relations 
between the two countries 
have long been strained by 
territorial disputes along their 



border, as well as by China’s 
support for Pakistan, but China 
appears eager to draw India 
closer. 

In Pakistan, gunmen on mo- 
torcycles attacked a bus car- 
rying Ismailis, a minority Shia 
branch, in Karachi. At least 45 
were killed. 

A third liberal blogger was 
hacked to death in Bangla- 
desh. Ananta Bijoy Das, an 
atheist, was attacked by four 
men with meat cleavers. 

Cabinet maker 

After sacking her entire cabinet 
(with the exception of the 
foreign minister), Chile’s 
president, Michelle Bachelet, 
named a new one. Business 
cheered the appointment of a 
new finance minister, Rodrigo 
Valdes, to replace one who had 
backed a controversial tax 
reform. Ms Bachelet has 
shaken up the cabinet to im- 
prove her standing in public- 
opinion polls. 

Francois Hollande became the 
first French president to visit 
Cuba. He met the leader of the 
Cuban revolution, Fidel Cas- 
tro, and his brother, Raul, the 
current president. Cuba has 
been a popular destination for 
foreign politicians since De- 
cember, when Barack Obama 
and Raul Castro announced 
they would move towards 
normalising relations. 

While the president's gone 

A coup attempt took place in 
Burundi, where violent prot- 
ests had been getting bloodier 
after President Pierre Nkurun- 
ziza insisted on bidding for a 
constitutionally questionable 
third term in office. He was out 
of the country. Loyal and rebel 
generals are contesting control 
of the capital. 

A five-day ceasefire, to allow 
for the delivery of humanitar- 
ian aid, began in Yemen, 
where a Saudi-led coalition is 
hitting Houthi rebel forces that 
have driven out the interna- 
tionally recognised govern- 
ment. Though there were 
some reports of violations by 
both sides, it was for the most 
part holding. 



At least 28 towns and villages 
in South Sudan’s oil-produc- 
ing Unity state have been 
attacked in the past few weeks, 
according to the un, with 
numerous atrocities carried 
out against civilians. Fighting 
between forces loyal to Presi- 
dent Salva Kiir and rebels 
allied to his former deputy, 

Riek Machar, has recently 
intensified. 

Barack Obama held a meeting 
of the six Gulf Co-operation 
Council members in Washing- 
ton and at Camp David, to 
address concerns about the 
deal on Iran’s nuclear weap- 
ons currently being negotiated. 
But only two of the six rulers 
attended; the rest, including 
King Salman of Saudi Arabia, 
sent representatives in what 
some saw as a snub. 

The long way to TPA 

Republicans in the Senate 
pressed ahead with another 
vote to grant the president 
Trade Promotion Authority 
to speed the process of trade 
agreements, after an earlier 
vote failed to break a filibuster. 
The White House insists the 
measure is needed to complete 
the Trans-Pacific Partnership 
with u other Pacific Rim coun- 
tries that is under negotiation. 

Il Religion in the US 

% identifying with: 

30 

Evangelical Protestant 
Catholic 
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Mainline Protestant 

Non-Christian faiths* 
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*Jews, Muslims, Buddhists, 

Source: Pew Hindus, others 

A study by the Pew Research 
Centre found that the number 
of Americans describing them- 
selves as Christian dropped 
sharply from 78.4% of the adult 
population in 2007 to 70.6% 
last year, and that those who 
said they were “unaffiliated” 
with a religion rose to 22.8%. 

The fall in Christian identifiers 
was spread among all de- 
mographic groups but particu- 
larly marked among those 
born since 1990. Only 56% in 
that cohort identified as Chris- 
tian; 36% had no affiliation. ►► 
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Business 

In another deal that underlines 
the rapid shift to mobile 
media, Verizon agreed to pay 
$44 billion for aol, a once- 
pioneering internet company. 
AOL is still at the forefront of 
mobile video and advertising, 
specialities that Verizon will 
tap to speed the launch of its 
own mobile-video service. 

AOL also owns the Huffington 
Post, Engadget, TechCrunch and 
other online media brands. 

Friends and frenemies 

Embraced by some in the 
media industry as an exciting 
innovation and decried by 
others as the death knell of 
quality journalism, Facebook 
launched a feature that pub- 
lishes news articles directly to 
its site. The nine media compa- 
nies that are initially working 
with Facebook can either sell 
adverts themselves, or let the 
social network place ads for 
them for a 30% cut. 

Carlsberg reported a quarterly 
loss, as revenue declined by 
30% in eastern Europe. The 
Danish brewer has taken a 
pounding from the effect of 
sanctions and a volatile rouble 
in Russia, one of its biggest 
markets. Still, the departing 
chief executive, Jorgen Buhl 
Rasmussen, insists that 
Carlsberg will stay in Russia to 
be ready for when the market 
rebounds. 

After a lengthy campaign, an 
attempt by Nelson Peltz, an 
activist investor, to install a 
slate of directors at DuPont, a 
chemical company, was defeat- 
ed by shareholders at the 
annual meeting. It is rare for an 
activist’s schemes to go all the 
way to a shareholders’ vote; 
many companies concede at 
least some demands before it 
gets that far. 

Airbus resumed test flights of 
its A400M military transport 
aircraft, two days after one of 
the jets crashed after taking off 
from Seville airport in Spain, 
killing four of the six crew. 
Spain suspended its orders 
and Britain, Germany and 
others halted test flights of 



their A400MS pending more 
information about the crash. 

Syngenta, based in Swit- 
zerland and the world’s biggest 
producer of pesticides and 
other crop chemicals, rejected 
a $45 billion takeover offer 
from Monsanto. The Ameri- 
can agribusiness giant wants 
to add Syngenta’s know-how 
to its lucrative seeds portfolio, 
though any eventual deal is 
likely to run into opposition 
from food-policy activists. 




Environmentalists marshalled 
their forces in Seattle as Royal 
Dutch Shell prepared to move 
drill rigs to the city’s port in 
advance of its exploration of 
Arctic waters off the Alaskan 
coast. After a years-long pro- 
cess, this week the Obama 
administration gave Shell 
approval to drill in the remote 
seas, to the outrage of greens. 
The government may have 



been persuaded by the fact 
that Shell will operate during 
the summer and in shallow 
waters, a less risky prospect 
than bp’s Deepwater Horizon 
project in the Gulf of Mexico. 

Noble Energy bought Rosetta 
Resources in a deal worth 
around $3.9 billion. It is the first 
significant takeover in Ameri- 
ca’s shale-oil industry since 
the collapse of the oil price that 
has shaken the industry. More 
consolidation is expected. 

A bitter bill to swallow 

A study carried out by Express 
Scripts, a “pharmacy-benefit 
manager” that negotiates 
prices between drug compa- 
nies and health insurers, found 
that the number of Americans 
with annual prescription 
costs above $50,000 had risen 
by 63% in 2014, to 576,000. The 
number whose costs were 
over $100,000 trebled, to 
139,000. Patients are being 
prescribed evermore complex 
combinations of drugs to treat 
multiple conditions, but medi- 
cations for hepatitis C and 
cancer explain a good deal of 
the surge in costs. 

China’s central bank reduced 
its main interest rate by a quar- 
ter of one percentage point, the 
third cut in six months. This 
came ahead of the release of 



more data indicating that the 
economy is decelerating at a 
faster rate than had been 
thought. In April China’s mon- 
ey supply grew at the slowest 
rate on record; fixed-asset 
investment rose by 12% in 
January to April, the most 
languid pace since late 2000. 

Despite a slowdown in Ger- 
many, the euro zone managed 
to chalk up growth of 0.4% in 
the first three months of the 
year compared with the fourth 
quarter of 2014, the fastest rate 
in nearly two years. The Italian 
and French economies ex- 
panded by more than had 
been expected, but the shining 
star was Spain, which grew by 
0.9%, its best performance in 
nearly eight years. 

Spoiling the party 

Meanwhile, a few days after 
the Conservatives won a 
thumping election victory, the 
Bank of England lowered its 
forecast for gdp growth in 
Britain this year to 2.5%, from a 
previous projection of 2.9%. 
With inflation expected to 
remain close to zero until later 
this year, the consensus about 
when the central bank might 
raise interest rates has moved 
to the middle of 2016. 



Other economic data and news 
can be found on pages 84-85 
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The great distortion 



Subsidies that make borrowing irresistible need to be phased out 



T he way that black holes 
bend light’s path through 
space cannot be smoothed out 
by human ingenuity By con- 
. trast, a vast distortion in the 
world economy is wholly man- 
made. It is the subsidy that gov- 
^ Jk ernments give to debt. Half the 
rich world’s governments allow their citizens to deduct the in- 
terest payments on mortgages from their taxable income; al- 
most all countries allow firms to write off payments on their 
borrowing against taxable earnings. It sounds prosaic, but the 
cost-and the harm-is immense. 

In 2007, before the financial crisis led to the slashing of in- 
terest rates, the annual value of the forgone tax revenues in Eu- 
rope was around 3% of GDP-or $510 billion-and in America 
almost 5% of GDP-or $725 billion (see pages 19-22). That means 
governments on both sides of the Atlantic were spending 
more on cheapening the cost of debt than on defence. Even to- 
day, with interest rates close to zero, America’s debt subsidies 
cost the federal government over 2% of GDP-as much as it 
spends on all its policies to help the poor. 

This hardly begins to capture the full damage, which is ag- 
gravated by the behaviour the tax breaks encourage. People 
borrow more to buy property than they otherwise would, rais- 
ing house prices and encouraging over-investment in real es- 
tate instead of in assets that create wealth. The tax benefits are 
largely reaped by the rich, worsening inequality. Corporate fi- 
nancial decisions are motivated by maximising the tax relief 
on debt instead of the needs of the underlying business. 

Debt has many wonderful qualities-allowing firms to in- 
vest and individuals to benefit today from tomorrow’s in- 
come. But the tax subsidies have tilted the economy in a woe- 
ful direction. They have created a financial system that is prone 
to crises and biased against productive investment; they have 
reduced economic growth and worsened inequality. They are 
a man-made distortion and they need to be fixed. 

Debt and taxes, life’s certainties 

Start with the fragility. Economies biased towards debt are 
more prone to crises, because debt imposes a rigid obligation 
to repay on vulnerable borrowers, whereas equity is expressly 
designed to spread losses onto investors. Eirms without signif- 
icant equity buffers are more likely to go broke, banks more 
likely to topple (see page 70). The dotcom crash in 2000-02 
caused losses to shareholdersworth $4 trillion and a mild re- 
cession. Leveraged global banks notched up losses of $2 tril- 
lion in 2007-10 and the world economy imploded. Einancial 
regulators have already gone some way to redressing the bal- 
ance from debt by forcing the banks to fund themselves with 
more equity. But the bias remains-in large part because of the 
subsidy for debt. Under a more neutral tax system, firms 
would sell more equity and carry less debt. Investors would 
have to get used to greater volatility; but as equity buffers got 
thicker, shareholders would be taking less risk. 

A neutral tax system would also lead to more efficient 



choices by savers and lenders. Today 60% of bank lending in 
rich countries is for mortgages. Without a tax break, people 
would borrow less to buy houses and banks would lend less 
against property. Investment in new ideas and businesses that 
enhance productivity would become relatively more attrac- 
tive, in turn boosting economic growth. 

Removing the advantages that debt enjoys would also lead 
to a fairer system. Relief on mortgage payments is a subsidy 
that flows to people who need it least: studies show that the 
richest 20% of American households by income gain the most. 
Mortgages would become costlier. But new instruments 
would emerge to allow individuals to bridge the gap between 
current savings and future income that debt alone now 
closes-for example, shared-equity mortgages that divide the 
gains and losses from house-price movements between banks 
and homeowners. 

Lenders and borrowers 

If the arguments for getting rid of the debt distortion are over- 
whelming, the path to its elimination could hardly be more 
rocky. Politicians do not much like changes that will lower 
house prices. There is a big co-ordination problem: tax is a mat- 
ter for national governments, and few countries will be pre- 
pared unilaterally to withdraw subsidies that might make 
them less appealing to footloose companies. In addition, vest- 
ed interests will bleat loudly. Businesses that depend heavily 
on debt-banks, private-equity firms and the like-will be 
ready to spend some of the billions they gain from the tax sub- 
sidy on lobbying to defend it. 

This argues for a staged approach. The place to start is the 
subsidies on residential mortgages. Not only do these subsi- 
dies increase financial fragility, they fail to achieve their pur- 
ported goal of promoting home-ownership. The shares of peo- 
ple owning their own homes in America and Switzerland, two 
countries with vast subsidies, are 65% and 44% respective- 
ly— no more than in other advanced economies like Britain 
and Canada that offer no tax break. The wisest step would be 
to phase out tax relief gradually, as Britain did in the 1990s. 

Getting rid of the tax breaks for corporate debt will be hard- 
er. The few countries that have tried to level the playing field 
have done so by giving an equivalent handout to equity. Bel- 
gium and Italy, for instance, give dividend payments and pro- 
fits flowing to equity holders some of the same perks enjoyed 
by interest payments. But such systems are fiddly and lower a 
country’s tax base at a time when governments need money. 

The best approach is gradually to phase out tax breaks for 
debt at the same time as lowering the corporate-tax rate. That 
would make the policy revenue-neutral, and would also de- 
fuse the risk to governments who want to push ahead but fear 
losing a war waged on tax competition. 

Acting in concert or alone, countries should act soon. When 
interest rates are low, as now, the sweeteners for debt are small- 
er and thus easier to remove. When rates rise-as, inevitably, 
they will-the subsidy will become more valuable. This is the 
moment to tackle the great debt distortion. There may never be 
a better chance. ■ 
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Reforming Cuba 

Be more libre 



The transformation of the economy needs to happen much faster 



I T HAS been five months since 
Cuba and the United States 
announced that they would end 
their long cold war, but Cuba’s 
president, Raul Castro, is still 
basking in the afterglow On his 
way home from Russia this 
week he stopped off at the Vati- 
can to see the pope, and said he might return to the Catholic 
faith. Later Francois Hollande paid the first-ever visit to Cuba 
by a French president; he was granted an audience with Fidel 
Castro, Raul’s ailing brother, who led the revolution ini959 and 
ruled until 2008. 

But beneath the bonhomie lies unease. Cuba’s creaky revo- 
lutionaries spent half a century blaming the American embar- 
go for all the island’s woes. Now they resist American capital- 
ism for fear of being overrun. The result for most ordinary 
Cubans is not too much change but too little (see page 31). The 
island is poorer than many of its neighbours. Doctors earn just 
$60 a month-after a 150% pay rise. Food and other basics are in 
short supply. Boat people still flee to Florida’s shores. 

Cuba deserves a proper democracy and a robust market- 
based economy. Sadly, that is unlikely to happen soon. Some 
things are changing. Private guesthouses, restaurants, barber 
shops and the like have begun to flourish, creating the kernel 
of an entrepreneurial middle class. But if Cubans are to benefit 
from the opening with America, their rulers need to reform 
more boldly and quickly than they have done so far. 

A cocktail of reform 

Where to start? Cuba should begin by opening up many more 
sectors to private enterprise. Currently, Cubans can be “self- 
employed” in 201 activities (including reading Tarot cards), but 
few that require a university degree. In place of a “positive list” 
of permitted private activities, the government should publish 
a negative one that reserves just a few for the state. All others 



would then be open to private initiative, including professions 
such as architecture, medicine, education and the law. The 
new bourgeois are potential customers for professional ser- 
vices; catering to that demand would in turn expand the mid- 
dle class. 

Liberalisation is urgent in wholesale markets. Today enter- 
prises such as restaurants are forced to buy supplies from state- 
run supermarkets where ordinary people shop, which exacer- 
bates shortages. This undermines popular support for the 
emerging private sector. 

The climate for foreign investment must also improve. 
Cuba WOOS foreign investors for the expertise, jobs and curren- 
cy they bring, but treats them shabbily. Under a supposedly 
friendly new law, they must still recruit workers through state 
agencies, to which they pay hard currency; the agencies then 
pay out miserly salaries in pesos. Imported inputs pass 
through bureaucratic state-run enterprises. Worst of all, legal 
codes are vague and their application is arbitrary. In recent 
years several foreign businessmen have been imprisoned (and 
later released) with little explanation. 

How much of this thicket Mr Castro is prepared to clear 
away is uncertain. The party’s leadership has hinted that its 
congress would strengthen the National Assembly, a rubber- 
stamp body. A proper legislature that could write laws would 
give security to enterprise. Cuba is also bracing for a painful 
currency unification, which will end a huge subsidy to state 
companies (see page 32). 

For many of the revolution’s ageing leaders reform and pri- 
vatisation are yanqui-inspired dirty words. The regime looks 
to China and Vietnam, where communist governments have 
embraced capitalism without yielding power. The Cuban 
communists are wary: they fear that, if they give up too much 
economic control, they will be obliterated just like the commu- 
nists of eastern Europe. Yet the bigger risk would be merely to 
tinker with a system that keeps Cubans poor at a time when 
their aspirations are rising. ■ 




Britain and Europe 

Sweat the big stuff 



Winning a referendum to keep Britain in Europe should be the start of reform, not the end 



A LMOST two and a half years 
./xago Britain’s prime minister, 
David Cameron, sought to paci- 
fy Tory Eurosceptics and keep 
the insurgent uk Independence 
Party at bay by promising an in- 
out referendum by the end of 
2017 on membership of the 
European Union. It worked. The election on May 7th barely 
featured Britain’s vexed relations with the eu. ukip won a sin- 
gle seat; Mr Cameron an astonishing (if small) majority. Now 




the bill falls due. 

The referendum is winnable. Over the next year or so Mr 
Cameron and his chancellor, George Osborne, can probably 
extract enough from their partners to persuade Britons to vote 
to stay in. Yet that victory must be just a first step. The real agen- 
da-the one that matters to Britain’s prosperity and to the eu as 
a whole-will take longer to bear fruit. It will also demand a 
more sustained effort than Mr Cameron has so far shown. 

As the economy and Scottish secession threatened to wreck 
Mr Cameron’s first term, so Europe looms over his second. No 
issue riles his party like the eu, on which opinions range from ►► 
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► sceptical to head-bangingly furious. If Britain votes to leave the 
union, it will also end up outside the European Economic 
Area, the world’s largest trade bloc, which is governed by eu- 
set rules: a country which concludes that eu membership is an 
unreasonable infringement of its sovereignty would surely 
balk at taking orders from the club it has just voted to leave. Eor- 
eign investors would put their money elsewhere. Scotland 
might well vote to break away from the United Kingdom. 

Time to talk dindon 

Much energy will be expended telling Mr Cameron how to 
win the referendum. Tactics change, but even now it makes lit- 
tle sense for him to wait until 2017 . By then Britain’s govern- 
ment may well be in a mid-term funk, and both Erance and 
Germany will be holding elections and less likely to give 
ground. Besides, a long period of uncertainty would be bad for 
business. The prime minister should also stop promising to 
amend the eu’s treaties before 2017 , as though this were a yard- 
stick for measuring his seriousness: there is neither the time for 
that nor the willingness in Europe to enter into what would be 
an arduous procedure. He could limit himself to scoring some 
populist victories, such as limiting immigrants’ access to wel- 
fare and making it clear that the eu’s formal commitment to 
“ever-closer union” does not apply to Britain. 

Yet, even if they sway a few voters, such changes are ulti- 
mately trivial. And the problem with trying to deal with popu- 
list gripes is that another one is always just around the corner. 
The Tory party has been plagued by divisions on Europe for 
decades. Partly because of that, Britain has recently failed to get 
the best deal for itself in Brussels. Mr Cameron should really be 
aiming beyond the referendum, to long-term reforms that 
would benefit the eu as well as its most irascible member. 

That larger task entails work on three things. Eirst is the sin- 
gle market. The bosses of Britain’s successful services firms 



complain of obstructions on the continent. Only 37% of British 
services exports go to the eu, compared with 49% of goods ex- 
ports; as the economy tilts towards services, the eu seems less 
worthwhile. Completing the single market in services will take 
longer than a year or two. But it is vital to set the direction of tra- 
vel. Others expect Britain to lead on this and would welcome 
its efforts: Britain largely created the single market, back when 
it was seen not as too detached but as too influential. 

In the same vein, Mr Cameron should back the efforts of 
Erans Timmermans, the vice-president of the European Com- 
mission, who is working to cut business regulations and trans- 
fer powers to national parliaments. By the time of the referen- 
dum, Mr Cameron ought to be able to claim some successes. If 
he continues after it, he could chalk up many more. 

And all European leaders, Mr Cameron included, need to 
answer the question of how the eu will function now that 
most of its members, but not Britain and eight others, share a 
currency. Ways must be found to prevent caucusing-the 
stitch-up of negotiations in advance by euro-zone economies 
which have enough votes to force through decisions without 
the say of non-euro countries: a recipe for the eu’s break-up. 
Europe’s banking union shows that the euro zone can come up 
with institutions that do not threaten other countries. Now, be- 
fore caucusing has begun, is the best time to find rules that pre- 
vent it. 

Mr Cameron can get things done in Europe. His surprise 
election victory makes him seem stronger: at the least, other 
leaders know they must deal with this glossy Englishman and 
his referendum. It also makes him more resilient against do- 
mestic political attack (for a bit, anyway). 

But his success also depends upon an inconvenient fact. 
More single market requires much more eu regulation. And 
Britain can only extend the market if it becomes a fully com- 
mitted partner of the club rather than an absentee member. ■ 



Parental leave 

More hands to rock the cradle 



Both parents should be paid to spend time at home with their babies 



4 i TN AMERICA there is noth- 
Xing we wouldn’t do for 
moms-apart from one major 
thing,” said John Oliver, a Brit- 
ish-born comedian, in his televi- 
sion show, “Last Week Tonight”, 
on May 10th (Mother’s Day). The 
“major thing” he was speaking 
of is paid maternity leave, which, as he pointed out, is standard 
in all but two of 185 countries surveyed by the International La- 
bour Organisation (ilo): America and Papua New Guinea. In 
America some women who work for the federal government 
or larger firms can take 12 weeks’ leave unpaid after giving 
birth. In a handful of states new mothers get a few weeks at a 
low wage, funded by a payroll tax. By contrast, in Britain new 
mothers can take a year off, and during much of it part of their 
salary is replaced by the government. Sweden grants more 
than a year’s paid maternity leave-even to women who were 
not previously employed. 

America would do well to take note. Many countries are 
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proud of their maternity leave, and rightly so: the social and 
economic benefits of making it possible for working mothers 
to spend time with their newborn children are clear. But many 
of those countries have failed to follow the argument through 
to its conclusion. The gains from maternity leave would be 
multiplied if countries extended it to apply to fathers, too. 

Mothers who struggle to combine work with child care of- 
ten sacrifice work. That lowers their lifetime earnings and 
leaves them and their children more likely to end up poor. 
Much of Europe introduced paid maternity leave in the 1970s. 
Since then dozens of other countries have found that giving 
new mothers a reasonable amount of time off work-the no 
recommends at least 14 weeks-increases women’s participa- 
tion in the labour force. 

The Papas and the Mamas 

But there are problems. Overly generous provision sometimes 
harms women, rather than helping them. Those who take long 
spells off work see their skills grow rusty and fail to gain expe- 
rience and promotions. And although gender discrimination 
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► at work is illegal almost everywhere, some employers still 
avoid hiring women they think will be away a lot. 

Paid paternity leave can help. Nearly half the world’s coun- 
tries now offer new fathers short periods at home; a growing 
number let mothers cede some maternity leave to their part- 
ners while they go back to work. Several European countries 
have started to reserve some of that leave for fathers to encour- 
age them to make use of the opportunity: in Sweden couples 
get an “equality bonus” for splitting their time off more evenly. 

Fathers and offspring benefit. When a woman hands her 
baby to the father and heads out of the door to work, he learns 
how to be a better parent. The hands-on habits he picks up per- 
sist: fathers who take even short paternity leave play a bigger 
role in child-rearing years later. An international study found 
that they were more likely to brush their toddlers’ teeth, feed 
them and read to them. Babies whose fathers take paternity 
leave go on to do better in cognitive tests at school. Fathers are 
generally keen on their progeny, so some time to bond with 
them is a boon. Some men who thought that child care would 
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not be much fun discover that they rather like it. 

Mothers are big winners, too. If both sexes are likely to take 
time off for child care, there is less temptation for employers to 
discriminate against women. Time-use studies show that even 
when both parents work the same amount, the mother usual- 
ly does more child care and housework. More hands-on father- 
ing should cut down on this “second shift”, which is a big rea- 
son why many mothers work part-time or in jobs for which 
they are overqualified. 

That leads to gains for society as a whole. Few young wom- 
en these days expect to have to choose between motherhood 
and work. In most countries they are now better educated 
than their male peers, which suggests that careers figure prom- 
inently in their plans-and makes losing them from the work- 
force an even bigger waste. Parental leave that is generous, but 
not too generous, is essential if mothers are not to be forced out 
of work by lack of support, or eased out by a surfeit of it. And 
ensuring that fathers take a share of it minimises the risks and 
amplifies the gains. ■ 



Refugees 

The hard journey 



Europe’s plan to cope with maritime refugees needs to go further 



T he gulf between sentiment 
and action is as wide as the 
Mediterranean itself. On May 
13th the European Commission 
issued its plan for dealing with 
immigration, including the mul- 
titude who take to boats on the 
shores of north Africa in the 
hope of reaching asylum on European Union soil— or, more 
likely, of being plucked from the waves by a passing vessel. The 
report’s authors clearly lament the shameful drowning of 
thousands of migrants, left to their fate because of cuts in ma- 
rine patrols that were deemed to be picking up too many peo- 
ple. Nevertheless, the commission’s ideas on what to do fall la- 
mentably short. 

A nut to crush a sledgehammer 

War in the Middle East, oppression in Africa and the ubiqui- 
tous human desire for a better life: all have played their part in 
causing a surge of migration into the eu. The fighting in Syria 
alone has crammed 4^1 fugitives into refugee camps in Leba- 
non, Turkey and Jordan. The tide is hardly about to dry up. 

Not all of these people can find a new life in Europe. The un 
convention is clear that refugees automatically qualify once 
they reach the eu, because they need protection. By contrast, 
economic migrants do not. A country picks its economic mi- 
grants and deports those it does not want. 

That is the theory. The reality is a tide of human misery. Traf- 
fickers charge thousands of dollars, and rob and rape their cus- 
tomers. Refugees and economic migrants are mixed in togeth- 
er, so those that survive the sea journey are cooped up in 
camps to be sorted. Fewer than 40% of those who fail to gain 
asylum are ever deported. Some countries, like Sweden and 
Germany, accept a lot of refugees, many others, including Brit- 
ain, are grudging. There was international outrage after more 



than 1,000 people drowned in a few days in the Mediterra- 
nean in April (see Charlemagne). This week’s report is sup- 
posed to ensure that such a catastrophe never happens again. 

Some of its recommendations were expected. It suggests, 
for instance, that the budget for maritime patrols should triple, 
that the eu should take on the traffickers by force, and that 
countries must accelerate the sorting of refugees from eco- 
nomic migrants. Others go further. Refugees are now the re- 
sponsibility of the country where they land. The commission 
rightly wants eu countries to share the burden according to 
their capacity, going by gdp, population, unemployment and 
how many they have taken in the past. 

Compared with Thailand and Indonesia, the plan is a mod- 
el of compassion. Those countries are callously pushing boat 
people from Myanmar and Bangladesh back out to sea (see 
page 34). Yet the eu’s plan fails in two ways. One is that the 
scale of the effort is unequal to the task. The traffickers will not 
be stopped. Development assistance of a few hundred million 
euros will not prevent economic migrants setting out. Too little 
aid is going to countries that host the vast majority of Syria’s 
refugees. The commission calls for the eu to take in a total of 
20,000 refugees who are still in third countries-the un says 
the EU should take in 20,000 a year. The other is that the plan is 
sure to be watered down. Britain, unlike Ireland, has refused to 
share the burden-which, thanks to a long-standing waiver, it 
is legally allowed to do, even if that course is morally reprehen- 
sible. When the plan is debated in June other countries will 
also seek to wriggle out of their responsibilities. 

The only way to keep migrants off the Mediterranean is to 
set up camps in north Africa that can take in people rescued at 
sea and sort through asylum applicants. Getting it right will be 
hard. North African countries will need money to host them. 
The processing must be fair and fast. Economic migrants can be 
sent home. But the one thing eu countries cannot avoid is tak- 
ing in more refugees. ■ 
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The Russian experience 

Like many Russian citizens, I 
have a problem with your 
highly biased piece on the 
great patriotic war (“Great 
patriotic war, again”. May 2nd). 
You overlook the fact that the 
second world war was critical 
in moulding our national 
identity, pretty much as the 
first world war was for Britain. 
Notwithstanding ideology or 
regime, Russia, as at the time of 
Napoleon, was doomed by 
history to pay dearly for anoth- 
er total failure of European 
politics. The 1938 Munich 
agreement and the 1940 pho- 
ney war showed that Moscow 
could rely on the word of Paris 
and London no more than 
Warsaw could. 

The vastness of our sacri- 
fice and the fact that nobody 
else was capable of stopping 
and destroying the German 
war machine; that experience 
transcends everything else. We 
should remember that the 
possibility of us having our 
present debate was paid for 
with the blood of the Soviet 
people, including Russians. Yet 
the war also established an 
intimate brotherhood be- 
tween us and our allies, such 
as Britain. This brotherhood is 
forever, and the sentiment is 
kept alive not only by us, but 
by British veterans, in partic- 
ular those who went to sea on 
the Arctic convoys. 

What is happening in Uk- 
raine has a lot to do with his- 
tory. It was nationalistic and 
repressive regimes, like the one 
talcing shape in Ukraine with 
Western acquiescence, that 
brought about the war. Those 
who back the authorities in 
Kiev today take up the cause of 
the nationalists. No wonder 
that the Ukraine crisis is 
viewed in Russia as the un- 
finished business of the war. 

State sovereignty is no carte 
blanche to suppress one’s own 
citizens. There is a huge gap 
between the policies of the 
authorities in Kiev, such as 
imposing their historical narra- 
tive on the entire population, 
and perceived European val- 
ues or the ideals of Maidan. 
ALEXANDERYAKOVENKO 
Russian ambassador 
London 



A more statesmanlike re- 
sponse by the West to Vladimir 
Putin would account for the 
fact that the events of 1989-91 
were an enormous humilia- 
tion for many Russians, for 
whom the Soviet Union’s 
world role was a source of 
great pride. Westerners, who 
glibly thought of the ussr as a 
rather tatty Evil Empire, not 
worth a moment of regret, 
have found this reaction 
incomprehensible. To impose 
the further misery of eco- 
nomic sanctions on a humiliat- 
ed and diminished Russia is 
dangerous. The understand- 
able but self-indulgent wish- 
to-punish finds its parallel in 
the Treaty of Versailles, now 
more or less universally re- 
garded by historians as having 
disastrous consequences. 

DAVID BLACK 
London 



Gay marriage has a history 




At its hearing on gay marriage, 
you say that America’s Su- 
preme Court “seemed nervous 
about tinkering with an in- 
stitution that has existed for 
millennia” (“Showtime for gay 
marriage”. May 2nd). Yet ac- 
cording to John Boswell’s 
“Christianity, Social Tolerance 
and Homosexuality” and 
“Same-Sex Unions in Pre- 
Modern Europe”, official cere- 
monies took place in the Ro- 
man Empire and early Chris- 
tian era that bound men to 
each Other. Homosexual “mar- 
riages” were sanctified by the 
church and homosexuality 
was tolerated well after 
Christ’s death. Homosexuality 
only became controversial 
when it was condemned 
during the Middle Ages. 

JAN EWING 
WILLIAM CATALDI 

New York 



Eor those who think it is prefer- 
able to resolve controversial 
cultural issues through the 
political process at the state 
level rather than the federal 
courts, look at the case of 
Alabama and interracial mar- 
riage. In 1967, the federal 
Supreme Court ruled in Loving 
V Virginia that no state could 
forbid interracial marriage. Yet 
that prohibition, though unen- 
forceable, remained embed- 
ded in Alabama’s constitution 
until it was removed by refer- 
endum in 2000. Even then, 
more than 40% of voters in the 
state chose to keep the ban. It 
was a narrow and belated 
victory for equal protection, 
individual liberty and the rule 
of law. 

GEORGE KOVAC 
Miami 



In support of bullfighting 

To say that fans of bullfighting 
have “little to cheer about” is 
somewhat at odds with the 
Iberian reality (“Matadors on 
the march”, April 4th). In Spain 

17.000 bullfighting festivals are 
celebrated each year, each 
with its own fight calender. 
Some 130,000 bulls are bred 
for this by 1,200 bull breeders. 
Spain has hundreds of perma- 
nent bullrings and 3,000 tem- 
porary structures are set up in 
smaller villages up and down 
the country for local festivals. 
These provide gainful employ- 
ment to locals on top of the 

2.000 full-time professional 
matadors and 3,000 younger 
novilleros, each with support- 
ing picadores and banderilleros 
in what is a billion-dollar 
industry. 

The San Eermfn festival in 
Pamplona is watched by mil- 
lions on television. I think 
there is plenty of life yet in 
bullfighting. 

OLAF CLAYTON 
Madrid 



Voting online 

Barbara Simons argues that 
“there is a consensus within 
the computer-security 
industry” that online-voting 
systems are insecure and 
subject to hacking (Letters, 
May 2nd). I have worked in the 
industry for 18 years and I 



disagree. The fact that a large 
number of online systems are 
badly designed does not mean 
that the idea is fundamentally 
insecure. Cryptographic 
checksums, peer-reviewed 
open-source code, adherence 
to mature, published stan- 
dards, and independent third- 
party verification of votes are 
elements that should be incor- 
porated in any online voting 
system. They would make 
online voting easily more 
secure than paper ballots. Such 
practices exist and are proven 
to reduce risk to an absolute 
minimum when implemented 
correctly. 

JOHN SALOMON 
Zurich 



Swine fever 

I read your article on eating the 
whole hog while enj oying a 
portion of barbecued pork ribs 
C‘Nose-to-tail eating”. May 
2nd). However, your porcine 
piece could easily apply to 
another animal: the goat. The 
Spanish word barbacoa, and 
thus the American “barbecue”, 
comes from the combination 
of barba (beard) and cola (tail), 
which describes the practice of 
roasting a young goat in an 
earthen pit, and eating it from 
tip to tail until the bones are 
the only thing left. 

ANGEL SUSTAETA 
Austin, Texas 

You asked “how much is a 
happy pig worth”? Readers 
who enjoy a nice piece of 
crackling might like to ponder 
the fact that pig’s skin has long 
been used for human trans- 
plants where the patient lacks 
enough of their own skin. 

This, and the prospect of 
using pig organs for human 
transplants, only adds to a 
pig’s worth. Surely the pig is a 
happier animal knowing that 
it can heal as well as feed its 
human masters. 

ROBIN LAURANCE 
Oxford m 
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Resolution Foundation 

The Resolution Foundation is an award-winning independent think-tank 
focused on improving living standards for those on low to middle incomes. 
Our reputation for analytical work that results in effective policy solutions 
places us at the forefront of the UK debate on economic and social policy 

Director I Competitive package I SW1 

We're looking for an exceptional candidate with a track record of intellectual 
leadership and the senior management and public communication skills to 
lead our team and build on the Foundation's growing influence. 

Working closely with our new Executive Chair, David Willetts, the Director 
will develop and oversee a programme of research and policy development 
that builds on the strengths of the Foundation (on issues ranging from low 
pay, the future of the jobs market, welfare reform, housing and fiscal policy) 
at the same time as it expands into new areas. 

In addition to demonstrating intellectual rigour, analytical credibility, strong 
management skills and political sensitivity the post-holder will need the 
vision to lead the next phase of our development at an exciting time for the 
Foundation. They must also have a clear commitment to achieving effective 
change that improves the lives of those on low to middle incomes. 

In exchange, we offer a competitive benefits package. For further details 
and an application form (we do not accept CVs), visit 

www.resolutionfoundation.org/about-us/opportunities/ 

Resolution Foundation welcomes applications from under-represented communities 
and groups. We also welcome applicants on secondment and candidates from overseas 
as well as the UK. 



Closing date: 23:59 on 31 May 2015. 

First round interviews are likely to be held on: 8 and 10 June 2015. 
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context of central bank financial stability units 
or boards, solid understanding of the content 
and role of financial stability reports, and past 
experience working with counterparts in client 
countries, both at the policy and operational 
levels. A working knowledge of Spanish or French 
is a plus. 

Candidates must be U.S. citizens or 
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Most Western economies sweeten the cost of borrowing. That is a bad idea 



A senseless subsidy 



T he field for the title of world’s worst 
economic distortion is a crowded one. 
Fuel subsidies in the emerging world are 
one contender; the implicit government 
guarantee that props up big banks another. 
But it is a less noticed and more pervasive 
warping of the economic fabric that is the 
most damaging. Despite the fact that the 
world is mired in debt, governments make 
borrowing costs tax-deductible, cheapen- 
ing debt and encouraging borrowers to pile 
on more. 

Tax breaks for debt come in two princi- 
pal forms. Interest payments on mortgages 
are tax-deductible for personal tax pur- 
poses in at least some way in America and 
over a dozen European countries, includ- 
ing Belgium, Italy, the Netherlands, Spain, 
Switzerland and most Nordic states. And 
across the world firms can deduct interest 
payments to debt-holders from their tax- 
able earnings. In contrast the dividend 
payments and retained profits that flow to 
shareholders are taxed in most places. 

The global convention that debt should 
enjoy tax perks emerged as much by acci- 
dent as design. Its original proponents 
could not have imagined the scale of debt 
that now exists (global debt stands at 286% 
of GDP today). Britain made interest paid 
by firms tax-deductible in 1853. America al- 
lowed the partial deduction of interest for 
firms in 1894, a decision which was over- 



turned as part of a Supreme Court ruling in 
1895. A muddle of laws, judgments and a 
constitutional amendment partly restored 
the interest deduction in America from 
1909 to 1916. One aim was to help the in- 
debted railroad industry. The full deduct- 
ibility of interest was eventually permitted 
in 1918 as part of a package to help compa- 
nies struggling with the effects of the first 
world war. Mortgage-interest deduction 
was allowed in 1913, at a time when few 
Americans had mortgages. It was only 
after the second world war that this perk 
became associated with the political aim 
of boosting home-ownership. 

Today, tax breaks for debt are embed- 
ded in all economies and viewed as the 
natural order of things. For a half-accident 
of history they have grown mighty big. 
There are three ways to demonstrate their 
scale. First, their cost in forfeited tax rev- 
enue soared to between 2-5% of gdp a year 
in the rich world just before the crisis (see 
box on page 21). In 2007 Britain and the 
euro zone spent more on subsidies for debt 
than on defence. 

Second, the value of tax breaks is large 
relative to the assets they are linked to. In 
America their present value (the value in 
today’s money of the potential tax benefits 
for borrowers) equates to perhaps 14% of 
the value of the stock of homes and 11% of 
the assets of firms. These calculations dis- 



count the tax saved by 3%, the yield on 
long-term Treasuries, and exclude the 
benefits accruing to financial firms and to 
partnerships. 

A third way of showing the size of the 
tax distortion is to see how it affects the cal- 
culations that borrowers make. The annu- 
al interest payments on a $im mortgage 
can be reduced by over a quarter as a result 
of interest deductibility. A big American 
firm typically pays an after-tax interest rate 
of 3% on debt, while the cost of equity 
(based on the annual return that share- 
holders expect) is 8% or more. About half 
of that gap is explained by tax breaks. 

Colonel Mustard, with a subsidy 

Debt subsidies did not cause the financial 
crisis. Corporate-tax rates in many coun- 
tries fell in the run-up to the crash, lower- 
ing the potency of the tax perks. Most mul- 
tinationals run solid balance-sheets. In 
America rich households get much of the 
benefit of the mortgage-interest relief-and 
few of those defaulted. 

Yet a bias in the global tax system prob- 
ably made the crisis worse, says Simon 
Johnson of the Massachusetts Institute of 
Technology. It boosted the overall level of 
debt and created pockets of distress. The 
Netherlands had the world’s most gener- 
ous tax subsidies of mortgages, worth 2% 
of GDP a year, more than double the level 
in America. It built up one of the highest 
levels of mortgage debt, which still hangs 
over the economy. And many corners of 
the corporate world took lots of risk. Lever- 
aged buy-outs and commercial real estate 
relied on heavy borrowing, made cheaper 
by tax breaks, and generated heavy losses. 

In the latest stress tests conducted by the 
Federal Reserve and European Central ►► 
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► Bank, the corporate sector accounted for 
30-40% of expected banking-system 
losses. 

Banks, inevitably, took most advantage, 
gaming the tax rules with devastating re- 
sults. Most issued “hybrid” securities that 
were treated as debt by the taxman but as 
capital by credulous regulators. In the crisis 
hybrids did not act as a buffer that ab- 
sorbed losses. About a third of big Western 
banks’ capital was made up of these instru- 
ments. Had they raised equity instead, 
fewer banks would have wobbled, says 
Ruud de Mooij of the imf. The resulting fi- 
nancial crisis left a debt burden that largely 
remains (see chart 1). 

I’ll be at your side forever more 

None of this is to deny the importance of 
debt. It serves many useful economic func- 
tions. It allows money to travel through 
time and across social divides. A firm that 
is short of cash but that has good prospects 
can raise funds and repay them tomorrow. 
A rich or frugal person with more money 
than they wish to spend can lend to those 
whose outlays exceed their income. 

Bosses like debt because it allows them 
to raise funds while keeping full control of 
their firms, as long as they meet their pay- 
ment schedule. Savers like to own bonds 
or make loans because those interest pay- 
ments are usually a safe stream of income. 
If the borrower gets in trouble, creditors 
have first claim on their assets. Debt can 
take complex income streams and make 
them regular. Everything from Korean 
shipbuilders’ cash flows to the royalties 
from David Bowie’s song, “Space Oddity”, 
have been fashioned into bonds offering 
predictable payment schedules. 

Nor is there a logical limit to the amount 
of debt. One man’s debt is another’s asset. 
Global debts should cancel out to zero. A 
thicker web of debt contracts is taken as a 
sign of economic sophistication, not im- 
pending insolvency. “Credit is the vital air 
of the system of modern commerce,” said 
Daniel Webster, an American senator, in 
1834. “It has excited labour, stimulated 

I In the midst of life, we are in debt D 
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manufactures, pushed commerce over ev- 
ery sea.” Emerging economies have long 
been told that “financial deepening” is es- 
sential to pay for the new roads and fac- 
tories that they need. 

Beyond a certain point, though, debt 
seems to be bad for the economy. The Bank 
for International Settlements (bis), a club 
of the world’s central banks, reckons the 
threshold is 85% of gdp for household 
debt, and 90% of gdp for non-financial cor- 
porate debt. Most rich countries breach, or 
are close to breaching, at least one of those 
benchmarks. 

Excess debt hurts growth in two ways. 
In the rich world most new debts do not fi- 
nance new productive assets like factories 
or machines; they just reshuffle claims on 
existing assets. But these debts still need a 
big financial industry to administer them, 
says Stephen Cecchetti, now of Brandeis 
International Business School and before 
of the BIS. That sucks resources from the 
rest of the economy. 

Debt also hurts growth by creating fra- 
gility. Eixed payments mean that house- 
holds and firms are more sensitive to 
downturns, cutting their spending deeper 
and faster in response, or going through 
disruptive defaults. The economy’s mid- 
dle-men-banks-create a second layer of 
trouble since their solvency is especially 
sensitive to shocks. If banks have lots of 
short-term debt that needs to be rolled 
over, then they become vulnerable to runs. 

The fragility of debt stands in contrast 
with another financial instrument-equity 
or shares. Unlike interest, the dividends 
paid to equity holders can be cut if things 
go wrong, without triggering a default. 
Equity does not expire, so does not need to 
be refinanced. The benefits of this flexibili- 
ty were shown in the 2000-02 dotcom 
stockmarket crash. The losses then were $4 
trillion, more than the $2 trillion global 
banks suffered in 2007-10. Yet there was no 
credit crunch. In a crisis, equity bends 
while debt breaks. Despite this, equity has 
been a fading form of finance in the rich 
world. The net amount of corporate equity 
issued in America has been shrinking for a 
decade. In contrast, between 2007 and 
2014, debt in the non-financial sector-gov- 
ernments, households and firms-rose in 
41 of 47 of the planet’s big economies, rela- 
tive to their gdp, says Richard Dobbs of 
McKinsey, a consultancy (see chart 2). 

The closest there is to a rule governing 
the right level of debt is the theory of Modi- 
gliani and Miller. It says that the capital 
structure of a firm cannot alter its value (as- 
suming a world without tax). Its operating 
profits and riskiness remain the same, no 
matter how its funding is sliced and diced 
into equity, debt or other instruments. The 
theory does not specify what the right lev- 
el of debt or equity might be but it makes 
clear that firms should not regard one form 
of financing as better than the other. Broad- 
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ly speaking the same principle should ap- 
ply to household balance-sheets too. 

Yet in the real world, there is a strong 
bias towards debt. What explains this? The 
tax break is one factor, but not the only one. 
The bias also reflects the wiring in humans’ 
brains. Savers are prone to think that the 
fixed flow of payments offered by debt is 
safer than it actually is. When asset prices 
(in particular property) rise, borrowers are 
tempted to think that they will rise further 
and use debt to buy more assets in order to 
magnify their profit. 

The bias towards debt created by tax 
and psychology has been amplified by 
powerful forces in the global economy that 
have led to more financial deepening, says 
Adair Turner, a former chairman of Brit- 
ain’s Einancial Services Authority and the 
author of a forthcoming book called “Be- 
tween Debt and The Devil”. 

Consider global imbalances, first. Ex- 
porters such as China build up savings and 
invest them abroad. In theory they could 
buy equities. But had China invested its 
foreign reserves in American shares, it 
would now own about a fifth of the s8?p 
500 index and have de facto control of cor- 
porate America, a politically impossible 
position. So the exporting countries 
bought safer and less controversial debt in- 
stead-75% of the rise in foreign ownership 
of American securities between 2004-08 
was in the form of debt, most of that mort- 
gage and corporate bonds. 

Income and wealth inequalities within 
economies also amplify the impulse to- 
wards debt. Rich people have a lower pro- 
pensity to spend than most, so the more 
they earn the more they save. That money ►► 
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► has to be recycled into the financial sys- 
tem, creating more financial instruments. 
Those in need of capital are often poor 
people with stagnant incomes. In practice 
debt is the only way to funnel money to 
them. You cannot, after all, buy shares in a 
household. Subprime debt secured against 
houses seemed safe. 

A third and final accelerant is the finan- 
cial industry. Its natural impulse is to create 
new instruments to drum up business. 
And it much prefers creating debt to equity. 
Debt is the magic ingredient that makes 
modern finance possible. Risky cash flows 
can be packaged into apparently steady 
payments, making it easy to reassure-or 
deceive-customers. Arbitrage (exploiting 
differences in price between similar assets) 
is only profitable if magnified by leverage. 
By using layers of debt with different se- 
niority, risk can be transformed in almost 
infinite ways. 

The financial industry also has its own 
distortions that encourage it to issue debt 
on its own balance-sheet. Banks-and in 
America, the housing agencies Fannie Mae 
and Freddie Mac-proved to be govern- 
ment-backed, an implicit guarantee that 
makes their borrowing costs artificially 
low. What is more, bank executives are of- 
ten paid on the basis of badly designed 
profit measures, such as return on equity, 
that are flattered by leverage. All of which 
means that debt would retain some of its 
allure even without the tax breaks. 

If you take a walk, I’ll tax your feet 

Some, but not all. So what would happen 
if these subsidies were removed? It would 
be a revolutionary step because the breaks 
are embedded in the way firms and home- 
buyers behave. That suggests it would 
cause some short-term disruption. But the 
longer-term pay-off could be immense. 

Start with the short term. So far as with- 
drawing mortgage relief goes, the histori- 
cal examples are muddy. Britain’s mort- 
gage-related tax perks contributed to a 
house-price boom in the 1980s but their ab- 
olition in 2000 did not stop another bub- 
ble from inflating. The sheer complexity of 
today’s financial industry adds to the 
murkiness. But it seems likely that there 
would be an initial jolt to house prices if 
the subsidy were withdrawn. The Nether- 
lands saw a price drop of about a tenth 
when it cut mortgage subsidies in 2012. An 
equivalent drop is likely in America given 
the value of the subsidies relative to the 
housing stock. The direct pain would be 
felt by the well-off-almost 90% of the val- 
ue of the mortgage-interest tax break goes 
to households making over $75,000 a year. 
But lower house prices would be uncom- 
fortable given that 17% of households have 
negative equity. The same is true in the 
euro zone, which is battling deflation. 

As for corporate tax, much would de- 
pend on how policymakers went about re- 
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H OW valuable are tax breaks for debt? 

Most governments say how much 
mortgage-interest relief costs them in 
forfeited revenue. But the second type of 
tax break-interest deductibility for com- 
panies and financial firms-is harder to 
get to grips with. As the financial system 
has got bigger and fiddlier, no-one really 
knows how much interest the world’s 
firms pay. National accounts, the figures 
of publicly listed firms and the limited 
tax statistics that exist all give very differ- 
ent answers. 

To come up with estimates (see table). 
The Economist has used national-ac- 
counts data because they should show 
the broadest range of activity. We make 
adjustments that lower the tax break’s 
size. We include net rather than gross 
interest for non-financial firms. For fi- 
nancial firms we include an estimate of 
interest paid on debt but not that paid by 
banks on deposits. In America we ex- 
clude partnerships and “pass-through” 
entities that pay no corporate tax. 

There is nonetheless a lot of uncer- 
tainty about the figures. National ac- 
counts use a crude definition of “finan- 
cial firm” that can include not just banks 
but many other entities-for example, the 
assets of investment funds, which may 
not pay corporation tax. The aggregate 
figures net the profits and losses of firms. 



The greatest gift 
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and so may fail to capture loss-making 
firms that would not be liable for tax 
under any regime. Some investors who 
own shares are exempt from tax on divi- 
dend income. This may partly cancel out 
the bias toward debt at the firm level. We 
have not tried to capture this effect. 

Two conclusions can be drawn from 
this exercise. First, governments need to 
improve their data collection. Second, 
notwithstanding this, it seems that tax 
breaks for debt today are big, even at a 
time of very low interest rates. If rates 
normalise and interest payments rise, 
they will balloon back to the levels last 
seen before Lehman Brothers collapsed. 
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I Quantifying debt subsidies 
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form. The purest option is to abolish cor- 
porate tax entirely-and instead have one 
layer of tax levied on the income individ- 
uals receive from investments in firms. 
That would remove a vast amount of com- 
plexity from the system and limit the in- 
centive for tax-dodging and lobbying by 
firms. But cutting corporate taxes would be 
politically toxic at a time of stagnant wages 
for many workers around the world. 

Two alternative approaches exist. The 
first balances the scales between debt and 
equity by levelling down: creating an 
equivalent tax break for shareholders. This 
system, which is in place in parts of Europe 



and is known as the “allowance for cor- 
porate equity” (ace), permits firms to 
make a certain level of profit without in- 
curring tax. The trouble is that, on its own, 
it would lead to a drop in tax revenues- 
Belgium introduced ace in 2006 and saw 
corporate-tax revenues halve. It has recent- 
ly introduced a “fairness tax” to try to re- 
coup some revenue. 

The second approach balances the sys- 
tem by levelling up: making interest tax- 
able on the same basis as shareholders’ 
profits. This would hugely expand the tax 
base, allowing a drop in the headline tax 
rate. Robert Pozen of Harvard Business ►► 
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► School reckons that if firms could only de- 
duct two-thirds of their interest costs, the 
headline rate of corporate tax in America 
could be cut from 35% to 25% while keeping 
tax revenues stable. Using his figures, were 
interest-deductibility to end completely, 
the tax rate could fall to about 15%. 

On paper, the impact on firms of either 
approach should be small. If the absolute 
tax take from firms remained unchanged, 
then their enterprise value (debt plus equ- 
ity) would be unaffected. Firms’ underly- 
ing cash flows and risk profiles would be 
the same. Companies would simply rejig 
their mix of debt and equity. 

In the real world, things would be 
bumpier. An ace system might boost 
firms’ values, since the aggregate tax bill 
might fall. The alternative approach of tax- 
ing interest would be more disruptive-al- 
though not to big non-financial firms. Were 
interest deductibility to be abolished and 
the tax rate cut so that tax revenues were 
flat, only 8% of the s8?p 500 index of Ameri- 
can firms, and 6% of the top 2,000 global 
firms, would see their profits drop by over 
a fifth (excluding financial firms). 

But outside the public markets, taxing 
interest would bash a cohort of firms with 
low margins or that have over 75% of their 
balance-sheet funded by debt. In America 
the obvious victims are utilities, cable-xv 
firms and commercial real-estate firms. 
Many leveraged buy-outs would be in 
trouble. One private-equity chief warns, 
“You’re opening up a Pandora’s box... It 
would cause massive disruption and mar- 
ket turmoil.” Firms might rush to list their 
shares and issue new equity, causing the 
overall stockmarket to fall in the face of the 
extra supply of shares. 

Taxing interest would hurt bits of Main 
Street, too. Small firms find it hard to raise 
equity. Farmers would find it more expen- 
sive to get loans to smooth the seasonality 
of their incomes. In Europe and Asia in- 
debted holding companies are often used 
to control corporate empires: some of 
these structures would wobble. 

The financial industry would be pro- 
foundly affected. Assume that banks were 
taxed on the interest paid on their debt (but 
not on their deposits), and the headline tax 
rate dropped by a third. For hsbc, a global 
bank, profits would not have changed 
much last year. But that reflects the fact its 
cost of debt is close to zero. At some point 
central banks will raise rates. Were hsbc’s 
cost of debt to rise to 5%, the tax change 
would wipe out a quarter of its profits. It 
would have to charge its customers more. 

Whichever tax reform took place it 
would prompt a flurry of evasive action. Fi- 
nancial firms would try to reclassify their 
debts as deposits. Unless governments 
tried to unify their corporate-tax and per- 
sonal-tax codes, businesses would change 
their legal status to evade tax. For example, 
if interest were taxed, more American 
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firms might become “pass through” enti- 
ties such as partnerships, where tax is lev- 
ied at the personal, rather than corporate, 
level. And unless the reform was global, 
multinational firms would surely try to is- 
sue debts in countries that still offered tax 
relief A vast edifice of cross-border finance 
contracts would be rearranged. 

Dismantling the doomsday machine 

In the long run, however, the rewards from 
reform could be great. The surge in debt 
seen since the turn of the century might be 
halted (see chart 3). A neutral tax system 
would tilt the world’s balance-sheet away 
from debt towards equity. It would appear 
more volatile-like a corset, debt masks na- 
ture’s wobbles-but actually be more flexi- 
ble. The pillars of the financial system- 
borrowers, savers and financial intermedi- 
aries-would all work differently. 

Today four-fifths of the stock of global 
financial assets is debt or deposits. This 
mix would change, with more shares be- 
ing issued and new equity instruments be- 
ing invented. There would be a wave of ex- 
perimentation with equity-linked mort- 
gages, in which a share of the risk of a 
house-price change is assumed by lenders 
or third-party investors. Today these pro- 
ducts are penalised by the tax system, says 
Jason Furman, the chairman of the Coun- 
cil of Economic Advisers at the White 
House. “Landlord companies” might 
emerge that listed their shares and invest- 
ed in the equity of people’s houses. 

Savers would join a modern cult of 
equity. Today pension and insurance funds 
are obsessed with debt, egged on by regu- 
lators who ask them to hold “safe” bonds 
regardless of their price. In this brave new 
world, savers would have to get used to 
owning equity products whose price 
moved up and down. Dividends from 
shares would replace interest income from 
bonds. Those payments could be cut in a 
downturn-in 2008-09 American divi- 



dends dropped by a fifth. That would pre- 
vent a crisis but hurt pensioners who live 
off investment income. 

Borrowers would have to change their 
ways, too. Lower house prices would help 
the young and poor, but they might find it 
harder to get conventional mortgages. 
Renting is one alternative-the 20th cen- 
tury’s obsession with home-ownership 
might ebb. Allowing third parties to own a 
share in a home might be another. Compa- 
nies would issue more shares. It is hard to 
see any big downside to this. A more equ- 
ity-focused culture might help younger 
firms get up and running, perhaps one rea- 
son why Marc Andreessen, a venture capi- 
talist in Silicon Valley, backs tax reform. 

Lastly, the financial system would have 
to shift its emphasis towards arranging 
equity contracts between savers and firms 
and households. This would be far easier 
in America, where capital markets domi- 
nate-getting mutual funds to buy stocks 
instead of bonds is relatively simple. In Eu- 
rope and Asia, where banks suck up most 
savings and recycle them as loans, the pro- 
cess would be harder. But around the 
world banks would shrink. 

Reforming the bias in the tax system is 
not the stuff of public campaigns. A vast 
web of contracts has been woven around a 
fiscal technicality, guarded by huge vested 
interests. America last seriously consid- 
ered the idea in 1992, and beyond some 
tweaks to the tax code in Belgium, Britain, 
Italy and the Netherlands, there has been 
little sign of reform. But the moment for 
change may never be better. Interest rates 
are low, profits are high and house prices 
stable. As rates increase from rock-bottom 
levels, interest costs will rise, inflating the 
size of the distortion. The tax subsidy on 
the vast debts of rich countries will head 
back towards the levels seen just before the 
crisis in 2008. And the debt machine will 
kick into overdrive again. ■ 
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Defence policy 

America’s Amazons 



FORTBENNING, GEORGIA 

The law now makes women more or less equal in the armed forces. But how much 
can they really do? 



S POTTING the woman amid recruits pre- 
paring to hurl themselves from a plane 
at Fort Benning can be difficult. She has 
cropped hair, a baggy uniform and looks 
terrified; so do her male peers. The army 
welcomed women to its elite Ranger 
School for the first time last month: 19 of 
them started alongside 381 men. But train- 
ing for one of America’s toughest infantry 
forces is not easy. And it is not meant to be. 
On the first day, candidates ran five miles 
in less than 40 minutes and then complet- 
ed 49 push-ups, 59 sit-ups and six chin-ups. 
After the first week just eight women and 
255 men remained after a 12-mile march, a 
night-time “compass mission”, a giant ob- 
stacle course, and more. 

But then the female students fell be- 
hind. News came on May 8th that all eight 
need to repeat tasks before they can pro- 
ceed to the next phase of training in Geor- 
gia’s northern mountains (101 men must do 
the same.) Those who succeed can look 
forward to three hours of sleep a night, two 
small meals a day and gruelling patrols. 
Previous candidates have even snapped 
toothbrushes in half to make their packs 
lighter. 

If a woman does manage to prove her- 
self tough enough, however, she will not 
be assigned to the Ranger Regiment. She 
will instead just wear the black and gold 
tab: her foray comes only as part of re- 
search into whether women can be inte- 
grated within special combat units. A typ- 



ical man loses up to 2olb (9kg) in weight 
during the course. No one yet knows how 
it will affect a woman. 

The fort’s commander, Major-General 
Scott Miller, says “Standards haven’t 
changed, and they won’t change.” Com- 
mand Sergeant Major Curtis Arnold, an in- 
structor at the school, sees integration as a 
natural step: “I don’t care whether my sol- 
diers are male, female or Martian. I just 
want more Rangers in the army.” Maj or Ar- 
nold may yet get his wish, even if the first 
female Ranger students fail. 

It was President Harry Truman, just 
after the second world war, who first 

I GI Jane and company 
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signed laws allowing women to become 
permanent members of the armed forces. 

By 2011 more than 203,000 women were in 
the active-duty force-abouti4.5% of the to- 
tal. By 2025, estimates say, one in every 
four military personnel will be female. Ef- 
forts to integrate the armed forces, support 
enlisted parents and curb sexual assault 
mean there has never been a better time 
for women to j oin up. 

The crucial change came in January 
2013 when Leon Panetta, then secretary of 
defence, lifted the ban on women in com- 
bat, opening 230,000 battlefront positions 
to them. They can now crouch in foxholes 
and shoot as snipers, but are still banned 
from driving tanks (although female engi- 
neers may fix them). The forces have until 
2016 to figure out how to work women into 
special operations, where possible. 

America’s move comes alongside a 
shift towards integrating armed forces 
across the world (see chart). Israel leads the 
way: a quarter of the officers in its Defence 
Forces are female and 92% of its jobs are 
open to women (proportions probably im- 
proved by its conscription policy). Coun- 
tries such as Canada, Poland, France, Ger- 
many and, more recently, Australia also let 
women engage in combat. Britain will join 
the lists next year. 

The thinking goes that if a female sol- 
dier can meet the necessary physical stan- 
dards, there is no reason why she should 
not fight. Besides, a larger pool of candi- 
dates for the grittiest jobs will strengthen 
elite units. Women can also bring different 
skills to bear, according to Captain Kather- 
ine Fichtner of the army: the female Ranger 
School trainees were particularly good at 
planning and navigation (giving the lie to 
that old adage about women and maps). 
Lieutenant-General David Brano, a Ranger 
who led both American and international 
forces in Afghanistan between 2003 and ►► 
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► 2005, and is now retired, agrees: “Com- 
manders look for the brightest, best peo- 
ple-not just those who can do the most 
press-ups-because being an infantry sol- 
dier is about out-thinking your enemy, as 
much as anything.” 

Chaitra Hardison, who studies the best 
ways to hire and train people for the rand 
Corporation, a think-tank, says that “plen- 
ty of women are going to make it in infan- 
try roles”. She notes that professional fe- 
male boxers would whop a man off the 
street, and that women are keen marks- 
men. “We’ll see fewer women in combat 
than men, but that doesn’t mean there 
won’t be females who are capable.” And 
although women are smaller than men 
and have weaker upper bodies, effective 
training can build up both stamina and 
strength. The most important thing, Ms 
Hardison says, is to find women with an 
appetite for combat. Elaine Donnelly, pres- 
ident of the Centre for Military Readiness, 
disagrees. “There is no evidence that wom- 
en are the physical equal of men in the 
combat arms,” she says. “You cannot de- 
ploy people who are not capable, that will 
endanger both women and men.” 

The few, the male, the marines 

Other critics argue that women just aren’t 
tough enough, physically or mentally, or 
worry about their effect on men. Knights in 
shining body armour may be unable to re- 
sist protecting women in a battle. Or the 
women may just prove too sexually dis- 
tracting. But naysayers are losing the de- 
bate. Lt-Gen Brano says arguments about 
unit-cohesion were also made, and dis- 
proved, when the army was desegregated 
after the second world war and when, in 
2011, openly gay candidates were accepted 
into the ranks. Besides, women have al- 
ready proved their cool in combat. They 
have been combat air pilots since 1993; and 
more than 150 women have died, with 
more 800 injured, in service in the decade 
since 2001. 

One female veteran who faced enemy 
fire in both Kuwait and Iraq says she never 
felt nervous: “The training that you go 
through means your emotions don’t get in- 
volved. They can’t. Otherwise, it might 
cost the life of another soldier.” Front-line 
experience abroad has not led to the pro- 
motions it should have done, where wom- 
en are concerned, because it was techni- 
cally illegal. Now it is officially allowed, 
more promotions should follow. 

Clearing the path for female advance- 
ment will also change the structure of the 
services’ highest ranks-now dispropor- 
tionately male. Rosemery Tijada, a combat 
engineer sent five times to Iraq and Af- 
ghanistan, frets over the lack of senior 
women in her field. But she believes things 
are changing. “I want to show that any- 
body is capable of any job,” she says. 

Some paths may remain blocked, how- 



ever. After more than two years and at- 
tempts by 29 women, not one has passed 
the marine corps’ infantry officer course. 
Most fail the combat endurance test-a gru- 
elling day’s march carrying 8olb of kit, fol- 
lowed by an obstacle course with 20-foot 
climbing ropes. Meanwhile, the navy is 
still considering whether female sailors 
can join special-warfare and seal units. 

But women in the armed services are 
sometimes their own biggest obstacles to 
promotion. They are more likely than men, 
for example, to transfer to the national 
guard or reserve after having children. The 
greater flexibility helps, as they are also 
more likely to be single parents: female ser- 




A better map-reader, too 



vice members’ marriages fail at three times 
the rate that male service members’ do. 
This means that 12% of active-duty women 
bring up children alone, compared with 
4% of men. Jennifer Spooner, a marine offi- 
cer until 2006, says one of the main rea- 
sons she stopped serving was in order to 
be with her small daughter. “So often I 
couldn’t even call her because of the time 
differences. That was the hardest thing for 
me when I was deployed,” she says. 

Military members with children are re- 
quired to have a plan for their custody if 
they deploy. Arrangements become messi- 
er after a divorce (especially as almost half 
of servicewomen marry servicemen, who 
may also be whisked abroad). Almost all 
states have passed laws protecting the cus- 
tody rights of military parents; in Georgia, 
for example, a parent about to be deployed 
can now transfer the guardianship of chil- 
dren to a friend or family member, rather 
than an untrustworthy ex. Changes like 
these may convince more women to stick 
with military life. 

Those who do head abroad are also saf- 
er from harm at the hands of their col- 
leagues. The latest report on sexual assault 



in the forces, released on May 1st, found 
that the share of females on active duty 
who suffered unwanted sexual contact de- 
clined from 6.1% in 2012 to 4.3% in 2014 (for 
men, the figures dropped from 1.2% to 
0.9%). It is also easier to seek recourse. The 
special victims counsel programme gives 
soldiers and their dependants aged over 18 
a lawyer to represent and guide them 
through the military courts in a sexual-as- 
sault case. (This programme, started by the 
air force, has been adopted by the army 
and the navy.) Commanders also no lon- 
ger have the power to change or dismiss a 
verdict on a serious charge in a court-mar- 
tial: previously, a superior’s favourite 
might escape with a slap on the wrist. 

Niki Tsongas, a congresswoman who 
has promoted bills to change assault proce- 
dures, believes it is “a good time” for wom- 
en to j oin the forces, but worries that those 
who report sexual wrongdoing too often 
face retaliation (in about 62% of cases, she 
says). Marcia Gutierrez, who served at a 
base in Germany for two years during the 
1970s, faced violent retaliation after report- 
ing a colleague for his threatening ad- 
vances. The day after she spoke to her su- 
perior officer, the man she feared tried to 
force her face against a hot kitchen grill. 
Only afterwards were her complaints tak- 
en seriously. “Now is the time to get these 
stories out there,” she says. “If more wom- 
en are reporting, it is because there is final- 
ly more openness to women in the mili- 
tary.” A new bill sponsored by Ms Tsongas 
and under consideration in Congress aims 
to curb retaliation, as well as increasing 
support for assaulted men. 

But most victims never speak out: fewer 
than two in ten, according to Greg Jacob, 
policy director at the Service Women’s Ac- 
tion Network (swan), an advocacy group. 
And a new study released last month sug- 
gests that only a third seek the medical 
help they may need afterwards. 

Find armour that fits 

Health care has been another battleground 
for serving women more generally. Contra- 
ception and gynaecologists can be hard to 
find, though abortions after rape or incest 
may now be performed in military hospi- 
tals. As for those wounded in the service of 
their country, prosthetic limbs designed for 
men are often still a woman’s best option 
for a missing arm or leg. Others might have 
escaped harm if their body armour had fit- 
ted them properly; efforts to design it spe- 
cifically for women began only in 20U. 

Armed forces that adapt to the needs of 
their female members will probably keep 
them longer, making the time and cost of 
training them more worthwhile. That in 
turn will make the forces a more attractive 
career-and as more women enlist, their 
demands will become harder to ignore. 
There is still a long way to go, but undoubt- 
edly there is strength in numbers. ■ 
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Trade policy 

Toying with a 
poorer world 

WASHINGTON, DC 

A Democratic revolt exposes a party 
deeply divided by foreign trade 

A SEEMINGLY arcane dispute about how 
.to strengthen America’s hand in for- 
eign trade talks-which for 24 hours this 
week saw Senate Democrats block debate 
on a negotiating tool sought by Barack 
Obama-has exposed just how deeply the 
Democratic Party is divided by global com- 
merce, and whether it is a threat or an op- 
portunity for American workers. 

It is rather rare for parties to filibuster 
their own president. So it was quite a snub 
when 44 Democratic senators-including 
about a dozen who normally support his 
free-trade agenda-voted on May 12th to 
stall discussion of Trade Promotion Au- 
thority (tpa). The stand-off appeared to be 
resolved a day later, when Democratic and 
Republican leaders in the Senate agreed to 
look at a raft of trade-related measures be- 
fore considering tpa. Those measures 
range from a scheme to compensate Amer- 
ican workers hurt by globalisation to a pro- 
posal to slap tariffs on foreign rivals ac- 
cused of making their goods unfairly 
cheap through currency manipulation. 

Mr Obama would probably veto a cur- 
rency-manipulation bill if one reached his 
desk-such a law could spark a trade war. 
But he needs tpa, also known as “fast- 
track”, to seal foreign-trade deals, notably a 
big agreement under discussion with 11 
other Pacific Rim countries, the Trans-Pacif- 
ic Partnership (tpp), and eventually a pact 
with the European Union. Under tpa. 
Congress temporarily gives up its right to 
amend or unpick trade deals with other 
governments, retaining only the power to 
vote yes or no to finished agreements. 

In the days before the May 12th rebel- 
lion the president angered left-wing Demo- 
crats by challenging their populist stan- 
dard-bearer, Senator Elizabeth Warren of 
Massachusetts. Ms Warren objects to trade 
deals being negotiated “in secret”, and is 
especially suspicious of a dispute-resolu- 
tion mechanism in recent trade pacts that 
allows companies to sue foreign govern- 
ments for enacting discriminatory regula- 
tions. She says that this could allow a fu- 
ture Republican president to team up with 
banks and big business to “override” 
American financial regulations. Mr 
Obama says Ms Warren’s arguments 
“don’t stand the test of fact and scrutiny”. 

If anything, tpa faces a rougher ride in 
the House of Representatives. There Mr 
Obama’s trade ambitions must run a dou- 
ble gauntlet. To his right loom perhaps 60 
hardline Republicans wary of granting 



him extra authority on anything. To his left 
stand as many as 150 House Democrats 
who either dislike free trade or fear the 
trade-sceptics who run big unions. 

A longer-term philosophical clash sim- 
mers beneath this week’s squabbling (loft- 
ily dismissed by a White House spokes- 
man as a “procedural snafu”). Mr Obama 
calls TPP a chance to write global trading 
rules on America’s terms, which if missed 
will give China and other rising powers a 
free hand. But many in his own party take a 
more defensive view of trade. Representa- 
tive Sander Levin of Michigan, the leading 
Democrat on the Ways and Means Com- 
mittee, says that tpp must include stronger 



language to make foreign rivals protect 
workers’ rights and the environment, and 
avoid currency manipulation, to ensure a 
“level playing-field” for American work- 
ers. “The president says we need to write 
[global tradel rules, not China. I agree, so 
let’s write the right rules,” Mr Levin says. 

As a result it will take massive Republi- 
can support to pass tpa. Hillary Clinton, 
the putative Democratic presidential 
nominee, said little during the tpa rebel- 
lion, though as Mr Obama’s first secretary 
of state she declared that tpp could set a 
“gold standard” for trade agreements. Her 
silence is hardly brave, but it does reflect 
the realities of a divided party. ■ 



The Texan economy 

Not quite so sunny 



AUSTIN 

Lower oil prices are having a bigger impact than many had expected 



F rom 2009 to 2014, one in five jobs 
created in America was in Texas. Over 
the same period workers in the Lone Star 
State-on its own the world’s i3th-largest 
economy-saw some of the biggest wage 
rises in the country. Last year it probably 
grew faster than many emerging markets, 
such as Lithuania and Mexico. Now, 
though, things are getting tricky for the 
state that produces 40% of America’s oil. 
Despite a recent bump, oil prices are still 
much lower than they were a year ago. 
Boosters have claimed that Texas is well- 
placed to withstand a big price drop. Is this 
true? 

Eor decades, the fortunes of the Texan 
economy were tied to oil. In the mid-1980s, 
after an oil-price crash, the state suffered 
the savings-and-loan debacle, big house- 
price declines and a deep recession. Unem- 
ployment rose from 6% to 9%, even though 
it was falling across the country as a whole. 

Since then, say many Texans, the state 
has shed its reliance on black gold. Govern- 



ment finances are in better shape: whereas 
in the early 1980s 10% of tax revenues came 
from oil production, today it accounts for 
less than 5%. The banking sector has 
grasped the importance of diversification: 
there are more interstate firms, which 
means that credit losses in Texas are spread 
more broadly across the country. Low tax- 
es and stable regulations have encouraged 
many corporate giants, such as Toyota, a 
carmaker, to move their American head- 
quarters to the state. The Dallas area 
thrives in telecoms, aerospace and bank- 
ing. Houston has lots of oil, but also nasa. 

The less oily side of Texas is epitomised 
by Austin, the trendy state capital (below). 
Thanks to a university system that churns 
out brainy grads, it has become a thriving 
tech hub. Nerdwallet, a personal-finance 
website, reckons the city has nearly twice 
the national average of startups. Go-get- 
ting youngsters, keen to escape the tiny 
flats and high taxes of the east and west 
coasts, flock there. According to a report by ►► 
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► the City Observatory, a think-tank, college- 
educated 25-to-34-year-olds make up about 
7% of Austin’s population-one of the high- 
est rates in the country 

All this led many economists to believe 
that Texas would brush off the effects of 
the oil-price slump. Other parts of the 
economy, the argument went, would take 
up the slack. Richard Fisher, then president 
of the Dallas Federal Reserve, compared 
one gloomy economic report about the 
state, released when the oil price was tum- 
bling, to “bull droppings”. In January the 
Dallas Fed predicted that the state would 
add 235,000-295,000 jobs this year (a high- 
er rate of job growth than most states 
achieved in 2014). Economists thought 
gross state product (gsp), over the same 
period, would grow by about 3%. 

They may have got ahead of them- 
selves. In the past five years Texas’s share 
of national oil production has jumped 
from 25% to 40%. It is still far more reliant 
on extracting natural resources than the 
American economy as a whole. According 
to Michael Feroli of jp Morgan, a bank, the 
state’s oil-and-gas economy is no less im- 
portant than it was a few decades ago: it ac- 
counts for a tenth of gsp. The percentage of 
the workforce employed in energy has fall- 
en since the mid-1980s, but not by much. 
And in Texas the differential in earnings 
between oil jobs and others has increased 
in recent years, since the industry increas- 
ingly requires highly qualified people. Oil 
wages, in other words, may do more to 
power the Texan economy than they once 
did; if those jobs go, the economic damage 
will be disproportionately large. And tech 
jobs do not seem to be coming to the res- 
cue: employment in management, scientif- 
ic and technical consulting services, and in 
computer manufacturing, has fallen in 
recent months. 

Small wonder, then, that the oil-price 
fall has caused many problems. In March 
the total number of jobs in the state suf- 
fered the largest month-on-month fall 
since 2009. Consumer confidence is fall- 
ing. And as oil firms slash investment 
spending, Texas has been hit especially 
hard. Mr Feroli reckons that declines in en- 
ergy-related investment could slice 2.7 per- 
centage points off first-quarter growth. The 
Texas Manufacturing Outlook Survey 
growth-rate-of-orders index-a strong lead- 
ing indicator of state output growth- 
plunged in the first quarter of this year (see 
chart on previous page). 

A recession is now a possibility, since a 
slowing American economy is another 
drag. In the first three months of this year 
GDP growth for the country as a whole 
was just 0.2%. Texas will not be the worst- 
affected oil state; Wyoming, North Dakota 
and Alaska are likely to lose more jobs. But 
it is harder than it looks to hedge against 
the ending of an oil boom - as the Lone Star 
State is finding out. ■ 







Alternative politics 

A Contract for the 
left 

NEWYORK 

Bill de Blasio goes national with his 
progressive agenda 

I N THE run-up to the 1994 midterm elec- 
tions Newt Gingrich released his “Con- 
tract with America”, a prospectus of what 
Republicans would do if they won the 
House. The platform helped them win, set 
the legislative agenda and made Mr Ging- 
rich nationally famous (or notorious). Two 
decades later Bill de Blasio, New York’s 
mayor, unveiled his own “Contract with 
America”, this time for the left. 

The 13-point plan, zippily called “The 
Progressive Agenda to Combat Income In- 
equality”, is inspired by what Mr de Blasio 
has done or wants to do in New York. Short 
on detail (such as how to pay for anything), 
but big on vision, it calls for raising the fed- 
eral minimum wage to $15 an hour and in- 
dexing it to inflation; bolstering unions; 
bringing in national paid sick and family 
leave and universal pre-kindergarten; end- 
ing tax breaks for firms outsourcing over- 
seas, and closing tax loopholes for the rich. 

Mr de Blasio has made ending inequali- 
ty his main theme, with good reason. Al- 
though some of America’s richest post- 
codes are in New York, 46% of the city’s 
population (by his office’s calculations, 
heavily adjusted for the high local cost of 
living) lives at or near the poverty line. In 
his first year in office, in 2014, the mayor se- 
cured paid sick leave and rolled out univer- 
sal pre-kindergarten. But he also promises 
to lift 800,000 New Yorkers out of poverty 
over the next decade. And to do this, he 
will need a little help from Washington. 

That is why he went there to unveil his 
plan. Under the heavily scaffolded Capitol, 
he was flanked by liberals from Congress 
as well as activists like Al Sharpton and 



heads of unions like Randi Weingarten, 
who represents teachers. His plan also has 
the support of economists (Jeffrey Sachs) 
and Hollywood celebrities (Mark Ruffalo, 
best known for playing the Hulk). 

But not every Democrat has signed up. 
Many find Mr de Blasio’s grab for the spot- 
light bewildering. Tabloids speculate that 
he is eyeing the White House, but the 
mayor says the only office he is running for 
is a second term as mayor in 2017. He may 
just want to push Democrats left in the 
run-up to next year’s presidential election. 
It is notable that, though he was Hillary 
Clinton’s campaign manager for her Sen- 
ate run in 2000, he has yet to endorse her 
for president. Recently he has seemed cosy 
with Elizabeth Warren, a popular progres- 
sive. On the day he unveiled his new con- 
tract he joined her to listen to Joseph Sti- 
glitz, a Nobel-prizewinning economist, 
unveil his own plan to end inequality. 

New Yorkers, who are used to mayors 
using their job as a bully pulpit (see Mi- 
chael Bloomberg on gun control, banning 
fizzy drinks and smoking), are beginning to 
grumble about Mr de Blasio’s gallivanting. 
In recent weeks he has also been in Nebras- 
ka, Wisconsin and Iowa and is heading to 
California. Nearly half say his national 
barnstorming is distracting from his work 
at City Hall. His polls are lower than ever. 
For his part, Mr Gingrich is happy to see Mr 
de Blasio on the road and would be de- 
lighted to debate “the merits of our conser- 
vative ‘Contract with America’ compared 
to his ‘Contract from the Left’.” ■ 



Illinois's public pensions 

The bottomless pit 



CHICAGO 

A setback for efforts to tackle enormous 
unfunded liabilities 

O N MAY 12th President Barack Obama 
and the First Lady announced on vid- 
eo that Chicago’s hardscrabble South Side 
had been chosen as the site of the presiden- 
tial library. Rahm Emanuel, Chicago’s 
mayor, who had fought hard to get the li- 
brary for his city rather than New York or 
Honolulu, watched proudly as the presi- 
dent proclaimed: “We can attract the world 
to Chicago.” 

Even at that great moment, however, 
Mr Emanuel was reminded of the bad 
news of the week: the voiding by the Illi- 
nois Supreme Court of a plan to fix the 
state’s and the city’s gargantuan pension 
debt. A reporter popped up to ask how the 
city, with more than $20 billion in unfund- 
ed pension liabilities, could possibly pay 
for better transport for all those visitors to 
the new library. And a few hours later ►► 
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► Moody’s, a credit-rating agency, revealed 
that it had downgraded Chicago’s rating to 
junk, because it believes that “the city’s op- 
tions for curbing growth in its own un- 
funded pension liabilities have narrowed 
considerably”. 

The bill the Supreme Court struck 
down on May 8th was passed by state law- 
makers in 2013. It reduced annual increases 
in pension payments, raised the retirement 
age and capped pensionable salaries. The 
bill was supposed to become law right 
away, but was held up by legal challenges 
and ultimately rejected by John Belz, a 
judge of the Sangamon County circuit, for 
violating the state constitution, which 
makes existing pension-contracts virtually 
untouchable. In a last-ditch effort to save 
the reform, the attorney-general, Lisa Mad- 
igan, appealed against the ruling to the 
state Supreme Court, but the court sided 
with Judge Belz. “Crisis is not an excuse to 
abandon the rule of law,” argued Lloyd 
Karmeier, one of the judges. “It is a sum- 
mons to defend it.” 

Illinois has piled up a whopping $111 bil- 
lion in unfunded pension liabilities-the 
most underfunded retirement system of 
any state. In addition, it is $56 billion in 
debt for health benefits for the retired. It al- 
ready devotes one in four of its tax dollars 
to pensions, according to the Civic Federa- 
tion, a budget watchdog. Without the re- 
form of 2013, say its advocates, this burden 
will keep increasing, which is why the 
well-being of Illinois citizens should over- 
ride the constitutional protections given to 
pensions. This was the decision reached in 
Colorado and Florida, where annual pen- 
sion increases for current and future pub- 
lic-sector pensioners were cut. 

Opponents of the reform retort that Illi- 
nois lawmakers recklessly underfunded 
the pension system for years. They also as- 
sumed an over-optimistic 8% return on in- 
vestment over 30 years. Pensioners, oppo- 
nents argue, should not suffer because 
lawmakers have been irresponsible. In- 
stead, Illinois should put up taxes and re- 
schedule its debt payments. 

But tax increases have been tried, and 
they haven’t worked, according to the Illi- 
nois Policy Institute, a think-tank. In 2011 
Illinois raised the state income-tax rate to 
5% from 3.75%, which brought in $31 billion 
until the temporary increase came to an 
end this year. The additional revenue was 
supposed to pay old bills and balance the 
budget, but instead 90% of the extra cash 
was gobbled up by pensions-and the pen- 
sion debt still increased. 

The new Republican governor of Illi- 
nois, Bruce Rauner, was never an advocate 
of the bill that has been struck down. He 
has his own pension-reform plan, which 
would move all current employees into a 
lower-paying plan created for newer state 
workers in 2010. The trouble is that this re- 
quires a change to the state constitution, a 



Amtrak 

Derailed 



NEWYORK 

Another crash reveals how much else is going wrong 



L ate on May 12th, a New York-bound 
j Amtrak passenger train derailed near 
Philadelphia, killing seven people and 
injuring scores more. Many of the seven 
carriages were mangled and rolled on 
their sides. The engine’s metal chassis lay 
in twisted pieces, and the track was left in 
ribbons. The accident closed the busiest 
passenger-rail corridor in the country. 

Investigators say that speed seems to 
have been the main culprit; when the 
train left the track it was travelling at 
around loomph, even though it was 
passing through a residential area where 
speeds are restricted. Whatever the rea- 
son, rail incidents, particularly for Am- 
trak, a government-subsidised passenger 
rail company, seem to be ever more com- 
mon. Last week three people were killed 
when one of its trains hit a truck at a 
crossing in Louisiana. Last month anoth- 
er Amtrak train derailed in Maine. In 




On the busiest line, too 



process that will take several years (if it 
happens at all), and Illinois needs a pen- 
sion overhaul right now. Diana Rickert at 
the Illinois Policy Institute proposes a rad- 
ical cure: the governor should lay off all 
state employees and rehire them with a 
40 i(k), a defined-contribution pension 
plan. Recently hired state employees al- 
ready have the choice between a defined- 
benefit plan and a 40 i(k) type. Ms Rickert 
wants to put all public-sector workers on 
40 i(k)s, though she admits it won’t be easy. 

Meanwhile, Mr Emanuel is scrambling 



March, 55 people were injured in North 
Carolina when a train hit a tractor-trailer. 

The Philadelphia accident came hours 
before the House Appropriations Com- 
mittee was due to meet to debate a tran- 
sport bill, which helps fund Amtrak. The 
company is an odd beast. It runs for 
profit, but its board is appointed by the 
president. It is funded by the government, 
receiving roughly $1.4 billion a year in 
subsidies. Even with that help it operates 
in the red, losing $22ym in 2014, or about 
$7 per passenger. 

Congress, fed up with this misman- 
agement, has been considering tight- 
ening the purse-strings. The Senate has 
been slow to approve $7.8 billion in 
Amtrak funding that has already been 
cleared by the Republican-dominated 
House. Much of the money goes to prop 
up sagging rails and rusting rolling stock. 
Anthony Coscia, Amtrak’s chairman, 
remarked recently that the passenger 
network is “still entirely underfunded for 
what we accomplish”. 

Yet never has rail travel, particularly in 
the north-east, been more important. In 
the past 15 years passenger traffic in the 
region has increased by about 50%. The 
north-east corridor, from Washington to 
Boston, has never been busier. More than 
750,000 passengers use its service each 
day. According to the Northeast Corridor 
Commission, if the corridor is shut down 
for even a day, it would cost America’s 
economy around $ioom in increased 
congestion costs and lost productivity. 

But the north-east corridor is unusual. 
Most of the Amtrak network is little- 
travelled, and loses hundreds of millions 
of dollars a year. The Brookings Institu- 
tion, a think-tank, has recommended that 
states in the money-losing areas should 
chip in to fill the hole. Closing long-haul 
train routes altogether would also help, 
but Congress would dislike that even 
more than giving Amtrak extra money. 



to save his pension reform. He insists that 
the deal he negotiated with the unions to 
save two of the city’s four pension funds- 
the municipal employees’ and labourers’ 
plans-by raising contributions by 29% and 
reducing annual increases, still stands. The 
mayor’s team is trying to persuade a Cook 
County court that his pension changes are 
constitutional, as the unions have agreed 
to them. The diminutive Mr Emanuel 
doesn’t shy away from a fight-hut this one 
is likely to be the toughest and most com- 
plex of his career so far. ■ 
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Lexington | Not running, but fleeing 



With rare exceptions, America’s young are turning their backs on politics 




B randon PAULIN, the new mayor of Indian Head, Maryland, 
has been researching his flagship policy-a scheme to discour- 
age out-of-town landlords from leaving properties empty-for 
seven years. If that makes Mr Paulin sound a bit slow-moving, he 
has an excuse. When he began that research he was 12 years old. 
Now a tall, gravely polite college student, he was elected mayor in 
a mini-landslide on May 5th, sweeping aside town elders who 
had run Indian Head since before he was born. 

By the standards of any age, Mr Paulin is an unusually serious 
19-year-old. He first spoke at a town council meeting when he was 
11, to report a dangerous road-crossing. Earlier this week, chatting 
in a coffee shop in a gap between appearing on local tv and be- 
ing sworn in as mayor, he named Dwight Eisenhower as his fa- 
vourite president, praising that centrist Republican for building 
interstate highways and maintaining social safety-nets while bal- 
ancing the federal budget. Mr Paulin ran as a centrist in Indian 
Head, a quiet spot on the banks of the Potomac river, where the 
4,000 residents mostly work at a nearby naval base or commute 
to Washington, dc. Like many mayors’ offices, his post is official- 
ly non-partisan. In person he also shuns party labels. He calls 
himself a “moderate conservative”, while hailing his local 
(Democratic) congressman, Steny Hoyer, as a “genuinely good 
dude” who has proved willing, on occasion, to cross party lines. 
He is not from a political dynasty. His father works on Capitol 
Hill, it is true, but as a policeman. 

By the standards of his generation-so-called Millennials, 
aged between 18 and 34-Mr Paulin is typical in distrusting labels 
of all sorts. A recent poll of young Americans by Harvard Univer- 
sity’s Institute of Politics found that only just over a quarter called 
themselves either strong Democrats or Republicans, while 40% 
claimed to be politically independent. Some may be cheered by 
this; after all, increased partisanship has hardly improved the 
places that oldies control, such as Congress. What is more, unease 
with party labels does not stop younger Americans from being 
civic-minded: surveys find them volunteering for community 
projects in large numbers, and worrying about questions of pub- 
lic policy from climate change to health care. 

But Millennials stand out for a more worrying reason, and one 
that reveals Mr Paulin to be a startling outlier. Lots of American 



youngsters appear to be losing faith in electoral politics as a way 
of tackling society’s problems. Disengagement by young voters 
has long caused angst. In the 1972 presidential election (Nixon v 
McGovern, a youth-pleasing clash) half of eligible 18-24-year-olds 
cast ballots. Only a third of that age-group voted in 2000. Big 
events (such as the war in Iraq) or fresh-faced, charismatic candi- 
dates (Bill Clinton in 1992, Barack Obama in 2008) can prompt 
bounces in youth voting. But the trends are downwards. 

Now researchers have started pondering a related question: if 
young people cannot be bothered to vote, will they see any point 
in running for political office? Early findings are triggering some 
alarm. Earlier this month two political scientists, Jennifer Lawless 
and Richard Eox, published “Running Erom Office: Why Young 
Americans Are Turned Off To Politics”, a book analysing the polit- 
ical ambitions of more than 4,000 high-school and university 
students. Overall, only about one in nine young people in their 
study could seriously imagine running for public office. Youth 
disdain was sharpest when contemplating Congress and the fed- 
eral government. But local, non-party offices were not immune. 
Asked to pick three possible jobs from a list of 20, students ranked 
“mayor of a city or town” 17th: above “member of Congress” but 
below even such despised trades as journalism. 

No democracy thrives on apathy. But America is unusually 
dependent on citizen-legislators. Counting school boards, parks 
commissions and so on, the country is home to almost 520,000 
elected officials. Professors Lawless and Pox worry about the 25% 
of students who have no opinions about politics. They fret about 
the roughly 60% who have negative views of it, and so try to 
avoid the subject. Unfamiliarity breeds contempt, the professors 
discover: those who tune out politics are the most likely to think 
politicians are all awful (people in politics are “squirrelly”, a Tex- 
an student told them, flatly). 

An age of distrust 

The young were not always so jaundiced. A 1973 study of high- 
school students is instructive: back then, most youngsters 
thought that folk in government knew what they were doing. To- 
day a minority trusts the government to do the right thing most of 
the time. In the 1970s almost three-quarters of students regularly 
talked politics with their parents. Now three-quarters seldom do. 
The subject is deemed distasteful. The professors quote a student 
who says that among friends, politics “kills the mood”. 

They did find a minority of present-day youngsters who fol- 
low current affairs, debate with their peers and volunteer on 
campaigns. Even then, there are worries about how representa- 
tive such folk are. The children of strong Democrats, for instance, 
are almost three times more interested in public office than those 
brought up by strong Republicans (who would rather their kids 
went into business). College-going men are twice as likely as 
women to think about running for office in later life. 

Many big beasts of politics have been in a hurry. Bill Clinton 
knew he could be “great in public service” at 15. Newt Gingrich, 
the former Republican Speaker of the House of Representatives, 
launched his first campaign-for a zoo in his home town-at 12. 
The problem is not that there are no new prodigies. Mr Paulin is 
about to juggle his new office with studying for a political-science 
degree (handily, he may write a thesis on being mayor). The dan- 
ger is that modern politics seems to be repelling most young 
Americans as rarely before. Democracy cannot afford for the gap 
between prodigies and the rest to grow wider. ■ 
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Cuba's economy (l) 

Picturesque, but doing poorly 



HAVANA 

Despite the thaw with the United States, politics is paralysing the economy. The 
first of two stories 



B y day grey-haired Americans trundle 
through the streets of Havana in pink 
1957 Chevy convertibles, klaxons blaring. 
By night they recline over rum and cigars, 
tipping generously, listening to hotel salsa 
and reminiscing about the cold war. Many 
of the new American visitors to Cuba, 
whose numbers have surged since a dip- 
lomatic detente in December, are old 
enough to remember life before the inter- 
net and relish a few days in one of the 
world’s last Facebook-unfriendly bastions. 
What tourists find quaint seems stifling to 
many Cubans themselves. 

For a lucky minority life has improved 
since “D17” (December 17th), the day Ba- 
rack Obama and his Cuban counterpart, 
Raul Castro, announced that they would 
seek to end five decades of hostility. Mr 
Obama’s decision to relax some restric- 
tions on American visitors is expected to 
push tourism to Cuba up by 17% this year, 
bolstering foreign exchange by around 
$500m, ori% of gdp, estimates Emily Mor- 
ris, an economist at the Inter-American De- 
velopment Bank. Visitors spend cues 
(Cuba’s dollar-equivalent hard currency) 
at a few swanky private restaurants where 
the quality (and prices) have reached fash- 
ionable Florida standards. Cubans are bor- 
rowing whatever they can to spruce up ac- 
commodation in a city where hotels are 
now booked up weeks in advance. Accord- 
ing to Omar Everleny a Cuban economist, 
18,000 private rooms have become avail- 



able. That is the equivalent of 31 new hotels 
the size of the 25-storey Habana Libre. 

This activity is expected to boost eco- 
nomic growth from last year’s meagre 1.3%. 
But there is little sign as yet of the $2.5 bil- 
lion a year in investment that the govern- 
ment hoped to woo with a new foreign-in- 
vestment law last year, mostly because it 
sends mixed signals. It has authorised at 
most two manufacturing proj ects at its Ma- 
riel port and special economic zone, de- 
spite hundreds of applications. It contin- 
ues to view private business with distaste, 
and believes socialist state enterprise will 
remain the core of the Cuban economy. As 
one economist puts it, “the government 
wants to create prosperity, but it doesn’t 
want to create prosperous citizens.” 

As a result, it risks creating neither. 
Some of the 500,000-odd people self-em- 
ployed in private enterprise-about 10% of 
the labour force-benefit from earning 
hard currency, and represent a nascent 
middle class. Unlike the rest of the labour 
force, their productivity is improving. 

But the majority who work in the state 
sector earn Cuban pesos, live on ration 
books and can barely make ends meet un- 
less they receive remittances from abroad 
or do informal jobs illegally. This produces 
stark inequality, which is exacerbated by 
shortages, especially of food. Some of the 
new restaurateurs admit that they face 
wrath in Cuban supermarkets when they 
pull out wads of notes to stock up on scarce 



beer, milk and cheese, leaving shelves 
empty and pushing prices higher. They in- 
sist it is not their fault; the government has 
failed to open up well-supplied wholesale 
markets or allow them to import goods. 
But that argument counts for little with a 
hungry public. 

What’s more, it exacerbates a vicious 
circle in which disgruntled government 
employees slow down at work, further 
sapping output and causing more short- 
ages. In a bid to counter inequality, the gov- 
ernment has raised salaries of favoured 
state workers such as doctors. It has autho- 
rised public entities such as the sugar mo- 
nopoly to raise pay if productivity im- 
proves (this year, sugar production is up 
22%). But partly as a result of higher wages, 
the budget deficit is expected at least to 
double to above 6% of gdp this year. 

All this creates a headache for Mr Cas- 
tro. He has less than a year before a Com- 
munist Party congress next April. There he 
will have to defend reforms launched at 
the previous congress in 2011, including a 
planned unification of Cuba’s two curren- 
cies (see next page), despite their disap- 
pointing results so far. Mr Castro must also 
worry that a Republican will succeed Mr 
Obama, who will leave office in early 2017. 

To forestall a renewed tightening of the 
American embargo, he will want to show 
that Cuba is making economic progress. 

Next April’s congress could also mark 
the start of a generational change in Cuba’s 
leadership. Mr Castro, who took over from 
his brother, Fidel, in 2008, is expected to 
step down as president in 2018. He has said 
that he is keen to promote younger leaders, 
replacing the “historic generation” of octo- 
genarians who fought under Fidel in the 
1959 revolution. 

He is grooming Miguel Diaz-Canel, the 
55-year-old first vice-president, to replace 
him. There is a possibility that Mr Castro ►► 
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► could step down as head of the party next 
year. Economists working for the govern- 
ment say some of Mr Diaz-Canel’s peers 
are receptive to reformist ideas. They are of- 
ten seen carrying pcs or tablets, suggesting 
an interest in bringing more internet to 
Cuba. But they are also reluctant to defend 
reform publicly, so it is hard to know what 
they stand for. 

Many in the establishment are terrified 
that change will jeopardise what they see 
as the main gains of the revolution, such as 
free education, health care and welfare. 
“The economy has to become more effi- 
cient, but you can’t ignore our principles or 
you’ll get a tsunami of capitalism washing 
over the whole island,” says Luis Rene Fer- 
nandez of the University of Havana. 

Mr Castro may be preparing to take on 
Communist Party conservatives. The 
party’s central committee said in February 
that it would discuss a new electoral law at 
next year’s congress. It gave no details; no 
one expects anything like political free- 
dom. The aim may be to pressure mid-level 
bureaucrats to stop paralysing reform. 
“Change starts from the top and those at 
the bottom want it, but it gets stuck in the 
middle,” says Rafael Hernandez, editor of 
Temas, a social-sciences journal. 

Mr Hernandez believes that a priority 
for the government will be a stronger Na- 
tional Assembly that can approve laws to 
underpin economic liberalisation, such as 
the right to own a business (currently, priv- 
ate firms, however prosperous, are consid- 
ered “self-employment”). He also argues 
that professionals such as lawyers, teach- 
ers and doctors should be able to moon- 
light from their state jobs in private consul- 
tancies, consolidating a “socialist middle 
class” that pushes for further reform. How- 
ever, he frets that hardship has made ordin- 
ary Cubans apathetic about greater politi- 
cal representation. For them “the glass is 
always half empty.” 

Among intellectuals, though, resistance 
is growing. Dagoberto Valdes, editor of 
Convivencia, a Catholic journal, says the 
American thaw has robbed the regime of 
its ability to cast its neighbour as an “exter- 
nal enemy”, so its own shortcomings have 
moved into the spotlight. 

El Capitolio, a marble landmark in cen- 
tral Havana, modelled on (and with a big- 
ger dome than) America’s Capitol, points 
to a brighter future. It is being refurbished 
and is supposed to become the seat of the 
National Assembly for the first time since 
1959. Alberto Pages, a wiry old man who 
for 30 years has been operating a home- 
made box camera for small change on the 
building’s steps, thinks it will attract more 
tourists and could become “a symbol of 
how Cuba and the United States can look 
more like each other”. But ask him whether 
it could also become a harbinger of demo- 
cracy and he clams up. “I know absolutely 
nothing about politics,” he mutters. ■ 



Cuba's economy (2) 

Day zero or 
D-Day? 

HAVANA 

The tricky task of unifying a crazy 
system of exchange rates 

C UBA has two currencies and a mind- 
boggling number of exchange rates. So 
when President Raul Castro set out four 
years ago to unify the currency system by 
2016, it was not surprising that he gave few 
details on how he would achieve it. A year 
in advance, it is still not clear. Nor is there a 
fixed date. Cubans call the unknown day 
of reckoning Dia Cero (“day zero”). 

The main difficulty is not unifying the 
two currencies per se. They are the Cuban 
peso, which most people use, and the con- 
vertible peso (cue), worth about $1, which 
is a dollar substitute used by individuals in 
tourism, for remittances and in the private 
sector. It would be relatively easy for the 
average Cuban to scrap the cue and con- 
duct all transactions in pesos. Already 
many goods can be bought with either cur- 
rency. The exchange rate for the peso is 24 
per cue, a level that has changed little 
since the cue was created in 1994. 

But for the economy at large what looks 
like a relatively simple book-keeping exer- 
cise could have devastating consequences, 
because there is a parallel exchange rate, 
mostly hidden from the public, that is used 
in accounting by state-owned firms and 
foreign joint ventures. It is one peso per 
cue (or dollar). The massively overvalued 
rate has been in place since the 1980s, 
when Cuba was subsidised by the Soviet 
Union. It creates huge distortions in the 
economy, allowing importers to buy a dol- 
lar’s-worth of goods for one peso, a 
wheeze that drains precious foreign ex- 
change from the country. Cutting the over- 
valued rate to the cheaper one would be 
the equivalent of a 96% devaluation. This 
could bankrupt many state-owned firms, 
whose costs have been accounted for at 
the overvalued rate. 

Augusto de la Torre, the World Bank’s 
chief economist for Latin America, says he 
doesn’t know of any country that has start- 
ed unification with such diverse exchange 
rates, and that it could be “suicidal” to join 
them in one big bang at 24:1. Vilma Hidalgo, 
vice-rector of the University of Havana, 
urges caution. She says many segments of 
the economy, such as exporters and firms 
that struggle to compete against subsidised 
imports, would benefit from devaluation, 
but others could be devastated. 

So Cuba is, typically, treading carefully. 
The government has started with hotels 
and the sugar and biotech industries. 
Though their new exchange rates are far 
from uniform, the most common is 10:1, 



which some think may be the target rate for 
unification. But even if the whole econ- 
omy were to merge at that rate, it would 
still represent a 90% devaluation for most. 

Typically, a country embarking on such 
an upheaval would get financial help from 
the IMF and World Bank. Because of its his- 
tory of enmity with the United States, 
Cuba does not have that option. Ms Hidal- 
go hopes that rapprochement will spur 
enough trade and financial flows to sup- 
port the new exchange rate. In the mean- 
time, gradualism will remain the guiding 
principle, which means the distortions 
will persist. Expect many day zeroes. ■ 



Brazil's supreme court 

Courtly intrigue 



The battle between president and 
Congress moves to the judiciary 

W HEN a Brazilian president picks 
someone to serve on the supreme 
court, he (or she) expects the choice to be 
waved through. The last time Congress re- 
jected a nominee to the highest court was 
in 1894, when it turned down a former 
army medic and writer whose judicial ex- 
perience consisted of serving on a military 
tribunal during the Paraguay war of 
1865-70. Luiz Fachin, a former state prosecu- 
tor and expert in family law, is better qual- 
ified. But on May 12th he was subjected to a 
grilling by the Senate’s justice commission 
the likes of which no recent candidate has 
experienced. 

The panel ended up approving him, by 
a vote of 20 to seven. But the Senate Speak- 
er, Renan Calheiros, nominally a coalition 
ally of the president, Dilma Rousseff, has 
made it plain that Mr Fachin’s confirma- 
tion in a secret ballot of the full Senate on 
May 19th will be no mere formality. 

Mr Fachin’s travails have little to do 
with jurisprudence and everything to do ►► 
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► with a power struggle between an unruly 
Congress and an enfeebled president. The 
two sides have been tussling ever since the 
start of Ms Rousseff’s second term in Janu- 
ary. The new battleground is the supreme 
court, the final interpreter of the constitu- 
tion. On May 5th Congress amended the 
constitution to raise the age at which 
judges on higher federal courts must retire 
from 70 to 75. This could deprive Ms Rous- 
seff of five supreme court nominations she 
had expected to be able to make before her 
term ends in 2018. 

In principle, tougher congressional 
scrutiny and a higher retirement age are 



good ideas. The constitutional reform 
makes it easier for Congress to raise the re- 
tirement age for all public officials, which 
could save the government 4 billion reais 
($1.3 billion) a year in pension payments. 
Mr Fachin’s inquisitors questioned him 
about his earlier political support for Ms 
Rousseff. He said he would be above party. 

But the senators have less high-minded 
motives for their diligence. One is their 
struggle with the president, whose popu- 
larity has slumped because of a weaken- 
ing economy and a multi-billion-dollar 
corruption scandal at Petrobras, the state 
oil company. Another motive, some sus- 



pect, is that eight members of the justice 
commission are being investigated in con- 
nection with the Petrobras scandal; they 
are among the 34 congressmen who face 
such investigations. All deny wrongdoing. 

Only the supreme court can try elected 
federal officials, so the senators are vetting 
someone who could sit in judgment on 
them. Mr Fachin, if he is confirmed, would 
fill a seat left vacant by the retirement of 
Joaquim Barbosa, the first blackjustice. He 
became a popular hero for his pursuit of 
politicians embroiled in an earlier scandal. 
Ordinary Brazilians hope that Mr Fachin, if 
called upon, will be equally fearless. ■ 




Ifi The futility of coca eradication 



While cocaine remains illegal, Latin America has to find better ways to fight the mafias it sustains 



S ELDOM can such a laborious public 
policy have been devoted to such a fu- 
tile end. For the past 15 years or so Colom- 
bia has used crop-dusting planes operat- 
ed by American contractors to spray 
around 130,000 hectares (321,000 acres) a 
year of its land with glyphosate, a power- 
ful weedkiller, in an attempt to wipe out 
the coca crop that provides the raw mate- 
rial for cocaine. Put all that land together, 
and it amounts to an area almost as big as 
the state of New Jersey. 

The defenders of spraying, who in- 
clude the drug warriors in Washington, 
DC, claim that it has played a vital role in 
cutting coca cultivation in Colombia to a 
third of its peak of the late 1990s, and with 
it the output of cocaine (though by less). 
But studies have linked the spraying to in- 
creased rates of skin and respiratory dis- 
eases, and of miscarriages among farm- 
ers’ families. In March a research arm of 
the World Health Organisation reclassi- 
fied glyphosate as “probably carcinogen- 
ic”. The finding is rejected by Monsanto, 
its manufacturer, and some independent 
scientists. But it prompted Juan Manuel 
Santos, Colombia’s president, to ask his 
officials this week to halt aerial spraying 
by October and find an alternative. 

That will not be easy. In Peru the gov- 
ernment conducts manual eradication, 
sending workers to yank out coca plants 
one by one. But Colombia’s countryside 
is littered with landmines planted by 
guerrillas who rely on drug revenue, mak- 
ing manual eradication dangerous. To try 
to preserve the spraying programme 
American officials leaked a report that 
coca planting rose by 40% in Colombia 
last year. That happened in part because 
FARC guerrillas are seeking to raise cash 
ahead of a possible peace agreement. 

Yet Mr Santos is right not to be swayed 
by such scaremongering. Few public poli- 




cies in Latin America are as ineffective as 
coca eradication. Daniel Mejia of Bogota’s 
University of the Andes has found that to 
be sure of wiping out just one hectare of 
coca 30 must be sprayed. Manual eradica- 
tion does not work much better. Nowa- 
days coca farmers replant straight away. 
Latin Americans may be generally poor at 
business innovation but coca is an excep- 
tion: in Peru farmers have adopted high- 
density planting and drip irrigation to raise 
productivity. Some have doubled their 
harvests, to four a year. Rather than de- 
stroy the crop, eradication just pushes it 
into new areas. Total cocaine output in the 
Andes has remained abundant enough to 
supply the world without anything more 
than occasional price spikes. 

So what is to be done? Many, including 
this newspaper, believe that legalising co- 
caine is the least bad option. Such is the fa- 
tigue with the drug war in the Americas 
that some presidents, including Mr Santos, 
have begun to muse about that. But legali- 
sation remains decades away. 

Meanwhile, Latin American democra- 
cies suffer the lethal, corrosive power of 
the drug gangs. That was on display on 



May 1st in Jalisco, in Mexico, where a new- 
ish mob answered a government crack- 
down by shooting down a helicopter 
with a rocket-launcher, killing six sol- 
diers, and setting up roadblocks across 
the state. Peruvians are becoming used to 
gangland killings in Lima; in a recent poll 
72% said Peru is “on the way” to becoming 
a “narco-state”. That is an exaggeration, 
but the drug trade has penetrated politics 
and the courts as well as the police. 

No state can ignore the kind of chal- 
lenge posed in Jalisco. Mexican officials 
stress that dismantling drug mobs is only 
part of a broader strategy that includes 
strengthening the police and crime pre- 
vention in vulnerable communities. But 
they are struggling to turn those inten- 
tions into reality. 

The same applies farther south. Peru- 
vian officials talk up their coca eradica- 
tion. But the state barely disturbs organ- 
ised crime. Peru is now the world’s biggest 
source of cocaine and supplier of counter- 
feit money, and a rising money-launder- 
ing centre. Yet the government seizes less 
than 10% of estimated cocaine output and 
few of the chemicals used in its manufac- 
ture, and almost nobody has been 
charged with money laundering. 

Colombia does much better at inter- 
dicting the cocaine trade, frequently seiz- 
ing up to half of estimated production. 
Bello’s suggestion to Mr Santos would be 
to forget about eradication altogether. 
After all, harvested coca accounts for less 
than 10% of the value of cocaine exports 
(and much less of retail value in foreign 
markets). Forget, too, about consumers 
and small-scale dealers. Instead, redou- 
ble efforts to go after the cocaine laborato- 
ries, the chemical suppliers, the traffickers 
and the money launderers, with better in- 
telligence and better policing. And contin- 
ue to argue for legalisation. 
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People-trafficking in South-East Asia 

Adrift 



SINGAPORE 

Thanks to a crackdown in Thailand, thousands of boat people are left out at sea 



F or decades people-traffickers have 
plied a lucrative trade on South-East 
Asian waters. On May loth their grim busi- 
ness burst into the open-and on to an In- 
donesian beach. Panicked by a recent gov- 
ernment crackdown in Thailand that has 
made it hard for smugglers to land there, 
criminals abandoned nearly 6oo migrants 
in boats just off the northern coast of Su- 
matra. The men, women and children who 
splashed onto the sand were sick and ex- 
hausted, but lucky. Some 7,000 migrants 
are thought still to be trapped on vessels in 
the Bay of Bengal and the Andaman Sea. 
Some are still in the charge of people- 
smugglers; others have been cast adrift. It is 
an emergency which the region’s bickering 
neighbours seem ill-equipped to resolve. 

Roughly half of South-East Asia’s boat 
people are economic migrants from Ban- 
gladesh. The other half are Rohingyas, a 
long-persecuted Muslim minority, origi- 
nally from Bangladesh but whose home is 
now in coastal Rakhine state in north-west- 
ern Myanmar, where Rakhine officials and 
many from the Buddhist population are 
keen to get rid of them. 

Migrants pay up to $2,000 for a passage 
to smuggler camps in southern Thailand, 
from where they hope to sneak across the 
border into Malaysia, one of South-East 
Asia’s richest countries (and Muslim to 
boot). It is a long and dangerous journey. 
Some succumb to disease or abuse in Thai 
camps, where they are often held until 
friends or family cough up a ransom. Oth- 
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ers are waylaid by slavers and forced to 
work on Thai fishing and shrimping boats. 

Eor years the trade has carried on under 
Thai officials’ noses. Bigwigs have, at the 
very least, turned a blind eye. In some 
places the police and navy may have 
helped traffickers to move people along. 
Yet the generals who have run Thailand 
since a coup a year ago have stepped up 
their efforts to combat the problem. On 
May 1st the authorities found 26 bodies at 



an abandoned trafficking camp in the 
southern province of Songkhla. They have 
vowed to close the rest. European coun- 
tries have threatened to ban imports of 
seafood unless Thailand stamps out slav- 
ery. Sanctions loom should Thailand get 
another black mark in the American gov- 
ernment’s annual review of efforts to deal 
with people-trafficking. 

Expecting firmer action from the Thai 
government, some smuggling networks 
had already started to process migrants on 
ships serving as holding pens far from 
shore. But that made the journey even 
more treacherous, just as the number of 
migrants has climbed. According to the 
UN, about 25,000 people set sail from the 
Bay of Bengal between January and March 
this year, roughly double the rate of the 
two previous years. 

This is partly because living standards 
among persecuted Rohingyas are worsen- 
ing. Also, more families are choosing to 
join men who have already made it to Ma- 
laysia. A third of the migrants are under the 
age of 18, and one in seven is a woman. 
Boats are getting more crowded, with a 
vessel typically carrying over 400 people. 
The UN guesses that 300 people died at sea 
in the first three months of the year. 

Thai police say that they have found at 
least seven abandoned trafficking camps 
and have rescued over 300 migrants. The 
greatest worry is for those still at sea. Not 
long after the landings in Indonesia anoth- 
eri,ooo migrants streamed from small fish- 
ing boats onto the Malaysian resort island 
of Langkawi. But on May 14th Malaysian 
authorities said they had turned back an- 
other migrant boat and would prevent any 
more migrants from landing. On May 12th 
the Indonesian navy said that it had escort- 
ed a vessel carrying 500 migrants back into 
international waters after providing it with 
more fuel and supplies. No one wants the 
expense of sheltering newcomers, but Ro- ►► 
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► hingyas are especially problematic be- 
cause Myanmar often refuses to take them 
back. Neither Thailand, Indonesia nor Ma- 
laysia have signed up to the un’s refugee 
convention. There is little hand-wringing 
about the boat people. 

The crackdown has slowed the number 
of vessels leaving from Bangladesh and 
Myanmar, at least for now. Yet the knotty 
social and economic problems (and, in the 
case of many Rohingyas, the violence) that 
drive migrants to flee are still there-along 
with the pervasive corruption encourag- 
ing the people-trafficking. For all the talk of 
deepening integration among South-East 
Asian nations, their response to the crisis 
has been piecemeal. Thailand has at least 
now called for an international summit to 
discuss regional approaches to combating 
people-trafficking, to take place on May 
29th. For some of those now afloat, that 
will be too late. ■ 



Vietnam 

Lost generations 



HOCHIMINH CITY 

The Communist Party back-pedals on 
pension reform 

F oreign firms love Vietnam for its 
cheap electricity and docile workers. 
On the outskirts of Ho Chi Minh City, the 
country’s economic hub, hundreds of drab 
factories hum with quiet efficiency. Uni- 
formed employees file by impassive secu- 
rity guards; shoes, garments and widgets 
leave by the truckload for nearby ports. 

Yet the calm occasionally shatters. In 
March perhaps 80,000 workers at a giant 
factory owned by Pou Yuen, a Taiwanese 
firm, walked off the job in protest at 
mooted changes to Vietnam’s social-insur- 
ance system-suspending the supply of 
shoe soles to companies such as Adidas, 
Converse, Nike and Reebok. The employ- 
ees returned to work only after a top offi- 
cial, Nguyen Van Nen, hinted at a u-turn. 
He said that a government meeting sched- 
uled for May 20th would look for solutions 
to the protesters’ concerns. 

One change in particular has riled the 
workers. For years they have been enti- 
tled-oddly-to claim their pension pot as a 
lump sum a year after leaving a job. A new 
law passed last year but yet to take effect 
would lock funds away until retirement. 
That is a step backward for workers’ rights, 
according to Le Thi Cong Nhan, a labour 
activist. Luong Thi Mai Thi, a 21-year-old 
worker at the Pou Yuen factory, says the 
idea of the government holding a worker’s 
money until retirement is “unfair”. 

Big changes to the Vietnam Social Secu- 
rity Fund (vss) seem inevitable, sooner or 



Singaporean food 

How much longer can they satay? 



SINGAPORE 

The future of Singapore’s iconic hawkers 

G olden fishcakes from the size of a 
golf-ball to that of a baguette; 
mounds of chopped, glazed pork skin 
and offal waiting to be strewn on rice 
sheets and lashed with a savoury broth; 
fluorescent rows of steamed rice cakes- 
elbow your way through the lunch 
crowds at Tiong Bahru food centre and it 
is hard to believe that crisis looms. 

Yet over a bowl of hak hut teh-braised 
pork ribs in a peppery stock-Leslie Tay 
worries about the future of Singapore’s 
famous “hawker food”, the affordable 
fare once sold by itinerant street-sellers 
but now found in stalls housed in 100- 
odd hawker centres dotted around the 
island. Dr Tay, who runs an indispens- 
able blog, ieatishootipost, dedicated to 
ferreting out the best stalls, frets that 
Singapore may be seeing the end of 
hawker food in its current form. 

The main problem is that Singapor- 
eans have grown used to paying prices 
that the market can no longer bear. When 
the government moved the first gener- 
ation of hawkers off the streets and into 
fixed locations with electricity, clean 
running water and regular hygiene in- 
spections, it kept rents artificially low as 
an incentive. Roughly half of the 6,258 
government-managed stalls pay rents as 
low as S$i6o ($120.80) a month. The other 
half, however, must pay market rates, 
which can exceed S $4,100 a month. 

These stallholders must compete with 
each other on price. People will not pay 
S$8 for a bowl of fishball noodles that 
they can get for S$3 two stalls away. 

Some newer hawkers have turned to 
branding across multiple centres. This 
works well for foods such as fishballs and 
chicken rice that can be made in a central 
kitchen and then delivered to multiple 
stalls. It works less well for dishes such as 
char kway teow-Singapore’s hot mess of 
fat rice noodles, sausage, cockles and 
bean sprouts-that need a master at a 
wok. Some chefs have gone upscale: 
pasta, for baffling reasons, commands 




Pining for the old ways 



higher prices than Asian noodles. Others 
treat stalls as incubators, trying out their 
talents before taking the plunge and 
opening a restaurant. 

The government, says Dr Tay, “has 
committed to providing cheap food for 
the masses”. With tiny flats and cramped 
kitchens, and with the number of two- 
working-parent families steadily rising, 
plenty of Singaporeans count on hawker 
markets for their sustenance. But with the 
first generation of hawkers retiring and 
their replacements paying market rents, 
food prices will certainly rise. 

And as the masses change, so will the 
food. Some Singaporeans lament that a 
recent influx of immigrants from north- 
ern China has made their traditional 
Teochew or Hokkien favourites harder to 
find. Out has gone ampangyong taufoo, 
beanpaste-slathered tofu filled with 
minced fish. In has come mala xiang guo, 
a tongue-numbing Sichuan-style dish. In 
20 years’ time, a S$3 bowl of Teochew 
minced-meat noodles could be as hard to 
find as a free table at lunchtime. 



later. In 2013 the International Labour Or- 
ganisation warned that without reform 
the system, created in 1995, would run a 
deficit by 2021 and would run dry by 
2034. Pensions for civil servants, at more 
than 100% of their wages, are absurdly 
high. A declining birth rate makes the sys- 
tem ever less sustainable. 

It is also crippled by fraud. Companies 
chronically underreport wages as a way of 
skimping on the 14% of an average work- 



er’s salary that vss requires employers to 
cough up. Bosses tend not to recalculate 
pension contributions when giving their 
staff pay rises, for example. Those firms 
that play by the rules find themselves at a 
disadvantage when hiring and retaining 
staff, because their honesty means work- 
ers must sacrifice more of their own pay 
cheques, too. 

But Vietnam’s youthful population 
(more than two-fifths are under the age of ►► 




36 Asia 



The Economist May l6th 2015 



► 25) struggles to see the benefit of locking 
away some 8% of their monthly salary 
throughout their working lives. Some 
workers at Pou Yuen’s factory, for example, 
planned to use the lump sum that would 
be owed to them after a few years’ hard 
graft to invest in family farms or start their 
own businesses. Beyond considerations of 
fairness, many simply do not trust the gov- 
ernment to guard their cash piles until they 
retire. 

In the end, fears that the strike in Ho Chi 
Minh City would lead to violence proved 
unfounded. Nor does it appear to have 
shaken foreign investors much. Yet Viet- 
nam’s leaders now have reason to tread 
cautiously. The strike was unusually large, 
and leaders are probably keen to suppress 
any signs of public unrest as they jostle for 
position ahead of a political transition at 
the start of 2016 (see Banyan). Hoang Thi 
Minh, an expert on social security policy at 
Hanoi Law University, says that the Na- 
tional Assembly may well agree to restore 
lump-sum payments. 

Delaying tough reforms will doubtless 
make workers less secure in the long term, 
even though vss is not immediately at risk 
of collapse. But even timely fiddling will 
do nothing to help Vietnam’s millions of 
informal-sector workers, who make up 
about a quarter of the workforce but only 
a tiny fraction of people in the social-secu- 
rity system. “Social security is only good if 
you have a job and your company pays,” 
says Tran Thi Ha, who sells vegetables in 
Ho Chi Minh City. In retirement, her only 
safety net will be whatever financial sup- 
port she receives from her daughter and fu- 
ture grandchildren. ■ 



Australia's budget 

No more 
emergencies 

CANBERRA 

Tony Abbott’s government tries to 
restore its political fortunes 

B efore he led the conservative Liberal- 
National coalition to power in 2013, 
Tony Abbott promised to fix Australia’s 
“budget emergency” by turning a string of 
deficits under the previous Labor govern- 
ment into surpluses. He endorsed a pledge 
by Joe Hockey, now the treasurer, to deliver 
a surplus in each year of his government’s 
three-year term. Surpluses, the prime min- 
ister said, were in the coalition’s “dna”. 

On May 12th Mr Hockey delivered the 
government’s second budget-and second 
deficit. It has grown to A$4i billion ($32 bil- 
lion), equivalent to 2.6% of gdp, for the fis- 
cal year ending in June, from a projected 
A$30 billion a year ago. The deficit is fore- 
cast to be A$35 billion for the coming fiscal 



I Brighter future, promise 
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year, with deficits of A$47 billion in all for 
the following three years. 

A resources boom linked to China, Aus- 
tralia’s biggest trading partner, helped Aus- 
tralia chalk up a quarter-century of contin- 
uous economic growth this year. But 
earnings from iron ore and coal, Australia’s 
two biggest exports, have waned. Iron-ore 
prices have almost halved since last year. 
The government has written off A$S2 bil- 
lion in tax revenues, more than a third of 
that due to the falling price of iron. Feeble 
wage growth has not helped. The central 
bank sees unemployment rising a quarter 
of a percentage point to 6.5% by mid-2016. 

The treasury still forecasts robust gdp 
growth of 2.75% for the coming fiscal year, 
rising to 3.5% three years later. That is de- 
spite the central bank predicting that min- 
ing investment will “fall sharply” over the 
next two years, as Chinese demand for 
Australia’s commodities weakens. A week 
before the budget, the bank cut interest 
rates by a quarter of a percentage point, to 
2%. It seems to think that more than Mr 
Hockey’s budget will be needed to stimu- 
late a cooling economy. 

Mr Hockey is relying mainly on owners 
of small businesses to boost the economy. 
He is cutting their tax rates from 30% to 
28.5%, and they will now be able to write 
off A$20,ooo-worth of new equipment. 
He has also promised to crack down on 
multinational companies avoiding taxes 
in Australia. Authorities have already iden- 
tified 30 firms (unnamed as yet) suspected 
of diverting profits from Australia. 

The populist ring to Mr Hockey’s sec- 
ond budget is a far cry from his first. The 
budget a year ago imposed big spending 
cuts that fell most heavily on Australians 
least able to bear them. Some of its mea- 
sures remain blocked in the upper house, 
where the government lacks a majority. A 
political backlash from that budget almost 
cost Mr Abbott his position as Liberal Party 
leader (and hence prime minister). The 



Apology; In our article on Cambodia, "The faithful 
couple" (May 9th), we drew without attribution on the 
exclusive reporting of the Cambodia Daily for two quotes 
from Hun Sen. We are sorry. 



government has trailed the Labor Party in 
opinion polls ever since. 

Now, talk of budget emergencies has 
faded. Some economists worry that Mr 
Hockey’s second budget has abandoned 
the government’s earlier commitment to a 
robust fiscal plan, presumably in hopes of 
restoring its political fortunes before an 
election due next year. Still, the budget has 
won support from some business leaders, 
who say it will boost investment. 

Others are reserving judgment. Warren 
Hogan, chief economist with anz Bank, 
says that the political fallout from the first 
budget was “extraordinarily damaging” 
for business and consumer confidence. 
The test of the latest budget will be wheth- 
er it boosts the competitiveness of Austra- 
lian firms during a “painfully slow” transi- 
tion away from mining to other sectors of 
the economy, mainly in services. Mr Hock- 
ey insists that the government is still on a 
“clear and credible path back to surplus”. 
But the budget suggests that will not hap- 
pen before 2020 at the earliest. ■ 



The media in Japan 

Speak no evil 



TOKYO 

Japan’s media are quailing under 
government pressure 

W ITH a weak opposition, an election 
in the bag and buoyant approval rat- 
ings, the government of Shinzo Abe, Ja- 
pan’s prime minister, would hardly seem 
to have much to fight against. Yet it is wag- 
ing an increasingly heavy-handed cam- 
paign to intimidate the media. Even pro- 
government journalists are crying foul. 

Discreet interventions by politicians 
have long been customary. But bullying re- 
cently broke into the open when a bureau- 
crat turned political gadfly, Shigeaki Koga, 
accused the government on a television 
show of strong-arming the media by secur- 
ing his removal from “Hodo Station”, a 
news show owned by tv Asahi, a liberal 
broadcaster. The ruling Liberal Democratic 
Party (ldp) promptly proved Mr Koga’s 
point by grilling the programme’s produc- 
ers over the outburst under the auspices of 
Japan’s broadcast law. 

That brought the ldp close to overstep- 
ping the law’s guarantees of freedom of ex- 
pression, media scholars say. Other recent 
cases of muzzling the media include thinly 
veiled threats over broadcasters’ licences. 
Last autumn the ldp demanded fair and 
neutral reporting on the snap general elec- 
tion in December. Many Japanese thought 
the election a waste of time and money. 
Television channels cut back their cover- 
age. Not coincidentally LDP-which is able ►► 
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Indian politics 

Resurrection 

DELHI 

Tamil Nadu’s chief minister until last year is cleared of corruption 




► to get out its core voters and does better on 
low turnouts- won easily. 

Mr Abe has objected to television inter- 
views in which ordinary people say that 
his economic schemes are not helping 
them, though such a perception is com- 
mon. Personnel changes at Japan’s main 
broadcasters are now routinely rumoured 
to be down to government pressure. Even 
foreign journalists complain that dip- 
lomats try to steer their reporting. 

The long-term aim may be a broad re- 
shaping of the media. While the ldp was 
out of office in 2009-12, it blamed the me- 
dia for its humbling by the opposition 
Democratic Party of Japan. Today Mr Abe’s 
cherished aim is to revise Japan’s constitu- 
tion, written seven decades ago by the 
Americans, in which Japan renounces war 
as a sovereign right. Shifting the public 
away from its deeply held pacifism would 
require broad media backing, or at least for 
criticism to be muted. 

A particular target is nhk, the state 
broadcaster. The government also sum- 
moned executives from “Close-up Gen- 
dai”, a hard-hitting current-affairs pro- 
gramme, to answer for minor flaws. The 
broadcaster’s newish director-general, Kat- 
suto Momii, a friend of Mr Abe, last year 
declared an intent generally to hew more 
closely to the government line. The ldp 
also cheered the departure in 2013, for fam- 
ily reasons, of Monta Mino; his forthright 
guests used daily to skewer the ruling 
party on television, says Michael Cucek of 
Sophia University. 

The assault on broadcasters accompa- 
nies pressure on the most forceful of the es- 
tablishment-minded big daily newspa- 
pers, the Asahi Shimbun, sister paper to tv 
Asahi. Last autumn the government and 
conservative media outlets savaged it for 
its admission that some of its reporting on 
the imperial army’s wartime use of sex 



Following a court’s overturning of Jaya- 
ram Jayalalitha’s conviction for corrup- 
tion, we received a film script made for 
the former film star, titled “Amma: the 
Goddess Returns”. 

Scene: A full orchestra plays. Amma, the 
greatest Tamil actress of the 1960s and 
1970s, appears in a colourful sari. As she 
dances, newspaper headlines flash 
across the screen: “Amma elected to run 
Tamil Nadu!” (1991). “Amma back in 
office” (2001). “Amma again!” (2on). 
“General election: landslide win for 
Amma in Tamil Nadu; quadruples her 
seats!” (April 2014). 

Cut to: A screaming television anchor, 
Arnab Goswami. “Breaking news! His- 
tory made in September 2014! Jailed! First 
time a sitting chief minister goes behind 
bars for corruption. JayaramJayalalitha, 
Amma, four-time chief minister, faces 
four years. We ask tough questions: how 
corrupt are our politicians?” 

Cut to: Amma, convicted, is led to jail. 
Newspaper headlines flash. “Guilty of 
having disproportionate assets”. “Horror: 
Amma supporters kill selves”. “193 




The best act of her career 



slaves had relied on false testimony. The 
broad historical facts are not in doubt, yet 
journalists say that inside the Asahi it is 
now hard to write about the issue at all. 
The paper’s political reporters are often too 
cowed even to ask questions at govern- 
ment press conferences, rivals say. 

Mr Abe would never go so far as to yank 
a broadcast licence, says one ldp politi- 
cian, for that would smack of authoritarian 



Amma supporters dead”. 

Scene: A red court building, a dazzling 
hot day in May 2015. A huge crowd, tear- 
stained faces, shouting “Mother, mother”, 
“Amma is back”. From a window a 919- 
page court ruling flies out with a whoosh. 
A man with a thick moustache catches it, 
then calls out: “Oh happy mother’s day! 
Overturned! Overjoyed! Freed on ap- 
peal!” Crowd roars. Camera pans out to a 
huge billboard poster showing world 
leaders, led by Barack Obama, kissing 
Amma’s feet. 

Cut to: Television news anchor. “Free- 
dom for Amma! We ask tough questions: 
can we trust our courts?” 

Cut to: Interior room with 10,500 saris, 91 
designer watches, sparkling jewels, 750 
pairs of shoes, 800 kilos of silver, 28 kilos 
of gold, company deeds and 44 air-condi- 
tioners. Loudjangly music. Amma, in 
late bloom of middle age, twirls happily, 
wiggles her hips, tears into pieces a price 
tag of “660m rupees”, scattering it like 
confetti. She steps to a window and sings 
to a crowd: “I am gold, pure, and tested / 
My legal wallahs can never be bested.” 
Men below beat their bare chests, sob, 
and sing back in unison: “Oh! This ruling 
is quite fortunate / We see your assets so 
proportionate / You’re not the least extor- 
tionate / Amma you’re the one!” Violins 
and xylophones play. 

Scene: Amma skips through flower beds 
of Chennai’s municipal gardens, to the 
Tamil Nadu state assembly building. 
Inside she dances with a middle-aged 
man, filmed in black-and-white-the 
ghost of M.G. Ramachandran, revered 
film star, ex-chief minister, founder of the 
ruling party of Tamil Nadu. She croons: 
“Oh this will be my fifth-time lucky / Hug 
me quick my honey-ducky.” She contin- 
ues: “Sing for me, darling, my resurrec- 
tion / Perhaps I’ll call a snap election / 

The opposition’s all in tatters / I’m back in 
power, it’s all that matters.” They dance. 
Fade out as orchestra plays. 



government and prompt retribution at the 
ballot box. Yet there seems plenty of scope 
to encourage timidity. A new law on state 
secrets that could send journalists to pri- 
son for receiving leaked information will 
presumably dampen investigative appe- 
tites. In a global ranking of media freedom 
by Reporters Without Borders, a Paris- 
based watchdog, Japan now comes 61st, a 
fall of 50 places in just five years. ■ 
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Banyan | La, tout n’est qu’ordre et beaute 



A generational shift looms for South-East Asia’s last communist states 






A LL of the three countries that make up what used to be called 
/^Indochina are deeply authoritarian. At least Cambodia holds 
something resembling proper elections, and allows an opposi- 
tion, even if the ruling Cambodian People’s Party has the state’s 
resources at its disposal, and the strongman, Hun Sen, has been in 
power for 30 years. But Vietnam and Laos are run by grizzled old 
communist parties, and elections are non-events. Though fac- 
tional splits exist, hidden from view, there is little question of 
these parties losing their grip anytime soon. Still, slowly the gen- 
eration of leaders who came of age during the years of the Viet 
Cong and the Pathet Lao is slowly fading from the political stage. 

The rulers’ growing challenge is to balance increasingly dy- 
namic economies with political stability. The region’s young pop- 
ulation-the median age ranges from just 22 in Laos to 29 in Viet- 
nam-expect a better tomorrow. They also, as vibrant social 
media suggest, expect more from their leaders, for instance in 
confronting rampant corruption that runs to the very tops of the 
parties, as well as in standing up to China, the increasingly asser- 
tive northern neighbour. That is why leadership changes in Viet- 
nam and Laos in the coming year will be watched closely for 
signs of responsiveness and renewal. 

Early next year, at an important five-yearly congress, Viet- 
nam’s Communist Party will see a change of generational leader- 
ship, much as China experienced in 2012. Most of the 16 members 
of the Politburo are past retirement age. All four of the country’s 
top leadership posts-party general secretary, state president, 
prime minister and head of the National Assembly (the legisla- 
ture)-will be contested. Of current holders of those four posts, 
only one, the prime minister, Nguyen Tan Dung, is eligible to 
serve beyond 2016 (even though, at 65, he is no spring chicken). 
Mr Dung is the closest thing Vietnam has to a politician with cha- 
risma. He has placed economic development over communist 
ideology. That goes down well in a country whose population, 
unlike many in its ruling party, is enthusiastic about free markets. 
His reformism has put him at odds with the more doctrinaire 
Nguyen Phu Trong, the party’s general secretary. But Mr Dung en- 
joys the growing confidence of the legislature. He is thought to 
want to replace Mr Trong as general secretary. If he succeeds, it 
would put Vietnam’s more ideologically driven apparatchiks on 



the back foot-and signal to foreign investors that, despite several 
years of relatively slow growth and stubborn inflation, there is 
life yet in reforms. 

The Lao People’s Revolutionary Party also holds a crucial con- 
gress next year, probably in April. Outwardly, all will be calm. Yet 
behind the scenes they will be fighting like ferrets. At least five of 
the Politburo’s 11 members are well over retirement age and due 
to step down. Choummaly Sayasone, the party general secretary 
(and state president), is 79. The coming battle appears to pit youn- 
ger bureaucrats, many of whom have worked their way up from 
local and provincial posts, against the children of high party offi- 
cials. Phuong Nguyen at the Centre for Strategic and International 
Studies, a think-tank in Washington, dc, reckons that at least four 
such princelings are poised to ascend to top spots. Their elevation 
would-as in China under its general secretary. President Xi Jinp- 
ing-entrench a communist aristocracy. Ms Nguyen worries that 
this would mean even more authoritarianism and cronyism. At 
lower levels of China’s Communist Party, meritocratic selection 
takes place. It is unclear that the party in Laos is up for making use 
of administrative talent in similar fashion. 

In both Vietnam and Laos, politics is highly factionalised. Per- 
sonal relationships and local business and political interests 
count for much. But geopolitical concerns also play a part, espe- 
cially where China is concerned. A year ago China towed an oil 
rig into disputed waters off the coast of Vietnam, sparking deadly 
anti-Chinese riots around Ho Chi Minh City. A pro-China faction 
in the ruling party attempted to calm things down by rebuilding 
fractured relations-a millennia-old instinct of trying to get on 
with a huge northern neighbour that has often meddled in, and 
occasionally invaded, Vietnam. Laos, which is much smaller and 
weaker, has in recent years given the impression of being overrun 
by Chinese, something that many cadres deemed preferable to 
being pushed around by Vietnam. Chinese run gambling, prosti- 
tution and drug rackets in Laos’s border regions, as well as agri- 
cultural colonies. And the Chinese state is heavily involved in 
plans for a railway linking Kunming in China’s south-west to 
South-East Asia via Laos, which is to be loaned $7 billion to fi- 
nance construction. In 2013 China replaced Thailand as Laos’s 
biggest foreign investor as gleaming malls and office towers go 
up. But too many dirt-poor Lao wonder what is in it for them. 
Anti-China feeling is rising. In both countries, being seen as too 
close to China can be a liability for the ruling parties. 

Spotting the strategic opening 

Some in the West see a strategic opening for the United States and 
its friends. They note improving relations between America and 
Vietnam in the face of China’s assertiveness in the South China 
Sea. And they urge America to grant Laos preferential trade terms 
to cement a relationship. There is precedent for a South-East 
Asian country swinging out of China’s orbit and into the West’s: 
Myanmar did it in 2011. 

Yet for all the discomfort China causes Vietnam and Laos, at 
least it does not harp on about human rights, as pesky Westerners 
do whenever bloggers are locked up or activists disappear. What 
is more, China offers leaders in Vietnam and Laos not just money, 
but also a governance model they can recognise. They are all in 
the same boat, after all: a self-selecting ruling class, enriched 
through corruption but appealing to their people through nation- 
alism and a promise of increasing prosperity. Probably better the 
devil you know. ■ 
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Farm subsidies 

Bitter harvest 



CHONGZUO 

A drive for self-sufficiency in food conies at a growing cost 



O VER the past five years, as farm wages 
soared, sugar-cane growers in south- 
ern China looked across the border to Viet- 
nam for help. They hired Vietnamese 
workers-nearly a quarter cheaper than 
Chinese ones-to tend their fields, espe- 
cially during the winter harvest. The immi- 
grants were illegal but local authorities 
looked the other way. Some 50,000 Viet- 
namese streamed annually into Chong- 
zuo, China’s “sugar capital” in Guangxi 
province, where cane stalks sprout from 
red fields nestled among the karst hills. But 
given recent political tensions with Viet- 
nam, China has started to turn the mi- 
grants away. For sugar-cane growers, the ef- 
fect is akin to Mexican workers suddenly 
disappearing from Californian fruit farms. 

Even without this blow, Chongzuo’s 
farmers should have been in deep finan- 
cial trouble because of competition from 
cheap imports. But they were just about 
making ends meet, thanks to efforts by the 
central government to prop up the coun- 
try’s sugar industry. It has slowed approv- 
als of imported sugar and bought the more 
expensive local product for bulging state 
reserves. To encourage loss-making farm- 
ers to go on planting sugar cane, officials in 
Beijing are considering a system of direct 
subsidies. Chongzuo will not be allowed 
to die. While blocking Vietnamese labour, 
the local government has started offering 
“sweet loans”. Increasingly common re- 



course to such tactics is symptomatic of a 
widespread malaise in China’s production 
of agricultural commodities, not just of 
sugar. Costs are rising, crop yields are stag- 
nating and the government is providing 
ever more support to keep its farms afloat. 

Since a largely man-made famine that 
started in the late 1950s, in which tens of 
millions died, China has defied the odds 
by feeding its people almost entirely on its 
own. It has provided for two-fifths of the 
world’s population with just a tenth of its 
arable land. Now, as middle-class appetites 
grow, China is past the point of being able 
to rely on its own farms. In 2on it became 
the world’s largest importer of agricultural 
products, powered by its demand for soy- 

I Not all crops are equal 
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beans, a feedstock for pigs. 

But China’s openness to soy contrasts 
with the barricades it erects around what it 
deems to be key foods. Since the earliest 
days of its rule, the Communist Party has 
striven for self-sufficiency in grains and ex- 
tensive self-reliance in commodities from 
sugar to pork. The second draft of a pro- 
posed new law on national security, which 
was published on May 6th, specifies the 
state’s responsibility for guaranteeing 
“grain security”, a term that Chinese offi- 
cials often associate with self-sufficiency. 
Enabling China to grow enough to feed it- 
self was a strategic goal for Mao (notwith- 
standing the famine he caused). For much 
of his rule, the Soviet Union and America 
were enemies; he had little faith in global 
markets. Some Chinese officials think in 
much the same way today. 

Maintaining self-reliance is expensive. 
China spent $165 billion on support for 
farmers in 2012, twice as much as five years 
earlier, according to the oecd, a rich-world 
think-tank. It also creates inefficiency. 
State-set minimum purchase prices for 
rice, wheat and corn are well above global ►► 
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► levels (see next story). This helps to boost 
production, but it also deters farmers from 
diversifying into cash crops that would 
make better use of land resources. The 
state’s intervention results in thirsty crops 
such as wheat and corn being widely 
grown on land where water is scarce. 
Chemicals used to boost their production 
pollute water supplies. Yield growth has 
slowed since the 1990s and output pla- 
teaued in recent years, but costs continue 
to rise-not least of labour, as the young mi- 
grate to cities. 

In years when China’s farms produce a 
surplus of staple crops, the state buys the 
excess for its reserves. Many other coun- 
tries do the same, building up reserves to 
stabilise food prices and as insurance in 
case of drought or blight. But China’s re- 
serves are believed to be unnecessarily big 
(exact figures are a state secret). Its corn 
stockpile, for example, is estimated to cov- 
er seven months of consumption; a level of 
three months is normally seen as safe. 

The government’s grain chief, Ren 
Xiaozheng, has called the huge reserves “a 
cheerful burden”, a view undermined by a 
state television report in April revealing 
corruption in the system. Officials in the 
north-east had bought low-quality grain at 
discounted prices, reporting that they had 
paid the higher state-set price for good 
grain. They pocketed the difference, stuff- 
ing the inferior product into the reserves. 
Such fiddling is thought to be common. 

Even in the production of sugar, a com- 
modity that is less important to China’s 
food strategy than rice or wheat, dysfunc- 
tion caused by the state’s interference is 
abundantly apparent. Officials call for 85% 
of annual consumption to be met through 
domestic production. But Chinese sugar- 
cane farms are inefficient, producing less 
than half the yield of those in Brazil, the 
world’s biggest producer. Domestically 
grown sugar costs more than twice as 
much as international sugar. After factor- 
ing in shipping costs and import tariffs of 
up to 50%, it is still cheaper to buy from 
abroad-hence the government’s foot- 
dragging on import approvals, to prevent 
the local market from being flooded. 

Some officials appear to understand the 
need to make self-sufficiency goals more 
flexible. Li Keqiang, the prime minister, last 
year said China’s goal was “absolute secu- 
rity” in edible grains. Some saw ambiguity 
in his wording: public debate ensued 
about whether buying more on global 
markets, rather than growing more at 
home, could provide that security. But the 
party prides itself on its rural origins. It 
does not want to stoke unrest in the coun- 
tryside. So it continues to block imports 
when it feels domestic producers are 
threatened. As Chongzuo’s farmers can at- 
test, the government is still only too willing 
to keep farmers working on otherwise un- 
profitable fields. ■ 



China and global farming 

The wrong 
direction 



As others cut farm support, China 
spends more 

T he total value of support given by the 
Chinese government to farmers ex- 
ceeds that of any other country. In 2012, the 
most recent year for which comparative 
data exist, China paid out $165 billion in di- 
rect and indirect agricultural subsidies. The 
next highest totals were those of Japan at 
$65 billion and America at just over $30 bil- 
lion, according to research by the Organisa- 
tion for Economic Co-operation and De- 
velopment (oecd). 

On a relative basis, however, China’s 
support is more in line with global norms. 
Subsidies as a share of farm income are 
about 17%, rapidly catching up with the av- 
erage for the OECD, a group of wealthier 
countries. The most lavish spenders in- 
clude Japan, South Korea and Switzerland, 
where subsidies account for more than 
half of farm income. 

More troubling is the trajectory (see 
chart). Among major emerging markets 
tracked by the oecd, China is second only 
to Indonesia in the rate of its subsidy 
growth. China’s farm support rose from 
1.4% of GDP in 1995-97 to 2.3% in 2010-12. It is 
moving in the opposite direction from de- 
veloped countries, which are gradually re- 
ducing such support. Average spending on 
it in the oecd countries fell from 1.6% of 
GDP in 1995-97 to 0.9% in 2010-12. 

There are also concerns about the kind 
of support provided by China. Even those 
who advocate less intervention in farming 
by governments acknowledge that it can 
play a useful role in mitigating boom-bust 
cycles. The challenge is to design support 
that minimises distortions. Schemes that 
lead to more investment in yield enhance- 
ments or that provide flat subsidies, regard- 

I Propping them up 
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less of production levels, are best. Those 
that encourage farmers to plant crops even 
if real demand is weak are harmful. 

The OECD calculates that nearly 70% of 
Chinese subsidies are of the most distort- 
ing sort. Eor example, the government 
guarantees minimum purchase-prices, 
currently well above global levels, to grain 
growers. Other Asian countries are worse 
offenders. In Indonesia, the most proble- 
matic forms of subsidies account for nearly 
all of the government’s agricultural spend- 
ing. But given China’s size, its interventions 
and the mismanagement of its food re- 
serves are likely to have more far-reaching 
consequences for global markets. ■ 

A taste for art 

Bidding masters 

BEIJING 

Wealthy Chinese buy Western art 

T he art world shook on May nth 
when a painting by Pablo Picasso 
was sold for $i79m at a Christie’s sale in 
New York to an unidentified bidder-the 
highest sum ever paid for an artwork at 
auction. But a Sotheby’s auction on May 
5th, also in New York, caused a bigger 
tremor. At that sale, bidders from main- 
land China agreed to pay a combined 
total of $n6m for works by Vincent van 
Gogh, Claude Monet and another by 
Picasso. It was striking evidence of China 
emerging as a new source of demand for 
the European masters, and of its buyers’ 
willingness to bid handsomely. 

Two of the successful bidders at 
Sotheby’s were movie moguls: Wang 
Zhongjun, the chairman of Huayi Broth- 
ers Media, one of China’s largest film 
companies, who took Picasso’s “Eemme 
au Chignon dans un Eauteuil” for 
$29.9m; and Wang Jianlin, the chairman 
of Dalian Wanda, a property conglomer- 
ate, who bought Monet’s “Bassin aux 
Nympheas, les Rosiers” for $20.4m. Mr 
Wang was recently named as Asia’s 
richest man by Forbes magazine. He 
already has dozens of European works 
and more than 1,000 Chinese ones. Guo 
Oingxiang, who advises him on his art 
purchases, says the Wanda boss plans to 
exhibit the Western collection when it is 
large enough. 

The number of mainland Chinese 
bidding for non-Chinese art at Sotheby’s 
auctions doubled from 2010 to 2014: 
some 650 of them paid a total of more 
than $4iom for non-Chinese pieces from 
Sotheby’s during that period. But Mr 
Guo is not alone in saying that Chinese 
buyers are sometimes unsophisticated. 

If sotto voce sniping is any measure of the 
maturity of an art market, maybe China 
has already arrived. 
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The war in Yemen 

From Aden to Camp David 



AMMAN AND RIYADH 

Could a temporary truce in Yemen help end the fighting? 



T here is a sense of grievance in Riyadh, 
the staid Saudi capital. The country 
takes pride in having gathered a coalition 
to counter the advances of the Houthi re- 
bels in Yemen. In Saudi eyes, the war has 
been caused by Iran’s backing for the Hou- 
this, allowing them to take over swathes of 
the country. Yet its military efforts have 
been criticised not just by enemies but by 
allies. America, in particular, is worried by 
the humanitarian toll of the conflict. 

So there is great pressure on King Sal- 
man, the monarch, to keep his country’s 
side of an agreement to a five-day truce, 
which came into effect on the evening of 
May 12th. As The Economist went to press, 
the Saudis appeared to have largely halted 
the airstrikes that have pummelled Yemen 
for over 50 days, though at least one attack 
on a Houthi military convoy was reported. 

The scale of Houthi violence also 
seemed to have diminished. But the group, 
which is allied with army units loyal to the 
former president, Ali Abdullah Saleh, has 
reportedly continued to battle tribes and 
anti-Houthi resistance fighters in the oil- 
rich central province of Mareb; in the stra- 
tegically important southern port of Aden; 
and in Taiz, Yemen’s third-largest city. On 
May 13th the Saudi army said that rockets 
had been fired into Jizan, a Saudi port town 
just across the border. 

Eew of Yemen’s beleaguered residents 
were expecting the quiet to last the full five 
days. This worries the aid agencies that 
pushed hard for the truce on humanitarian 



grounds. The coalition’s naval blockade- 
meant to stop Iran shipping weapons to 
the Houthis-has also prevented food and 
fuel from getting in. Aid workers say the 
country of 24m is on the brink of famine. 
Half the population lacks enough food, 
clean water, fuel and medicine, says the 
UN. Some 300,000 people are displaced. 

UN officials who returned to Sana’a 
ahead of the ceasefire are trying to hand 
out tens of thousands of tonnes of supplies 
as fast as possible. They worry that any re- 
newed aerial campaign, which has put 
Sana’a airport out of action several times 
in recent days, could halt a distribution ef- 
fort that was already highly ambitious. 

The Saudis may not be able to resist fur- 
ther retaliation. Since they joined the war 
at the end of March they have not let hu- 
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manitarian concerns get in the way of mil- 
itary action. On May 8th, after announcing 
the ceasefire under heavy pressure from 
America, they intensified their campaign 
in the run-up to the deadline. Their bomb- 
ing of Saada, the Houthis’ northern provin- 
cial heartland-all of which was declared a 
military target in response to Houthi rock- 
ets strilcing a Saudi town-was so intense 
that aid agencies warned international 
law may have been breached. 

Aware of the mounting criticism, this 
week the king was due to open the King 
Salman Centre for Relief and Humanitar- 
ian Action in Riyadh; he has already do- 
nated some $27sm to the Yemenis. But the 
relatively new monarch (he came to power 
in January after the death of his brother, 
Abdullah) needs to be able to present the 
war as a success. The reputation of his son, 
Muhammad, the defence minister, whom 
he is grooming for power, rides on it. 

Eor the moment, though, the Houthis 
are still looking successful. On May nth 
they consolidated their hold over Crater 
and Khormaksar, two districts of the port 
city of Aden, despite heavy bombing. The 
Saudis feel, however, that the campaign is 
going well, and are keen to continue with 
it. So there are fears that the airstrikes will 
resume once the humanitarian pause ex- 
pires, and the criticism will not be far be- 
hind. 

But the truce may also offer the Saudis 
an opportunity to start to disengage. They 
are arming and training a 3,000-strong 
force of Yemeni tribal fighters. Some co- 
alition members think they can persuade 
Mr Saleh, the former president, to switch 
sides. And on May 17th Riyadh will host a 
conference to discuss a political solution, 
though this is mainly a stunt since neither 
the Houthis nor Iran are attending. The real 
work of getting the parties to talk to one an- 
other is likely to be left to the un. It has dis- 
patched a newly appointed envoy, Ismail ►► 
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► Ould Cheikh Ahmed, a Mauritanian, 
to Yemen. 

Barack Obama was expected to put 
pressure on the Gulf states to support the 
UN-sponsored process during a two-day 
summit at the White House and Camp Da- 
vid on May 13th and 14th. The meeting was 
meant to reassure the six states of the Gulf 
Co-operation Council that they are as im- 
portant as ever to America as it finalises a 
deal with Iran to curb its nuclear pro- 
gramme. But the Saudis are less willing to 
listen to their closest ally than they once 
were-as shown by the last-minute an- 
nouncement that King Salman would not 
attend in person. In the end, only two of 
the six Gcc states sent their rulers. 

The Saudis no longer think they can rely 
on America, says one Riyadh-based ana- 
lyst. They see the war in Yemen as a dra- 
matic omen of regional instabilities that 
will only worsen once America clinches 
the deal with Iran. The news on May 12th, 
as the emirs and sheikhs flew to Washing- 
ton, DC, that Iran was sending a warship to 
accompany an aid shipment to Yemen- 
and issuing dire threats to anyone who 
tried to intercept it-only seemed to under- 
line their point. ■ 



Arming Iran 

After the nuclear 
deal 

Should Russia and China expect an 
arms bonanza from Iran? 

AMONG the many concerns voiced at 
/^Barack Obama’s summit with Gulf 
Arab leaders this week was that a nuclear 
deal with Iran will open the way to sales of 
sophisticated weaponry to the Islamic Re- 
public. Already there is tension between 
America and Russia over the continuation 
of the restrictive arms embargo imposed 
by the un Security Council in 2010. 

Less than a fortnight after the frame- 
work deal was reached on April 2nd, Rus- 
sia’s president, Vladimir Putin, lifted a ban 
on supplying the s-300 air-defence missile 
system to Iran under the terms of a $8oom 
contract signed in 2007. The Russians 
maintain that the ban on the sale had been 
purely voluntary because un Security 
Council Resolution 1929 only forbids the 
transfer of offensive weapons. But Russia is 
making little secret of its desire to sell a lot 
more military kit to the Iranians. In Janu- 
ary, Sergei Shoigu became the first Russian 
defence minister to visit Tehran foris years, 
while Russia’s main negotiator at the Iran 
talks called for the lifting of the arms em- 
bargo “immediately after [finall agree- 
ments are reached”. Russian commenta- 
tors estimate weapons sales to Iran could 




reach $13 billion. Whether Iran has that 
kind of money is another matter. 

The American view is that while all un 
nuclear-related sanctions will be lifted si- 
multaneously once Iran has fully complied 
with a final agreement, “important restric- 
tions on conventional arms and ballistic 
missiles” will be re-established by a new 
UN resolution. A meeting in Sochi this 
week between Mr Putin and John Kerry, 
America’s secretary of state, mainly to dis- 
cuss Ukraine and Syria, also sought a com- 
promise on future arms sales to Iran. Mark 
Fitzpatrick of the International Institute for 
Strategic Studies in London expects there 
to be a new resolution but one which al- 
lows Russia “some carve-outs for its de- 
fence industry”. 

Whatever is formally agreed, it seems 
likely that the international legitimacy that 
Iran expects to gain from a nuclear deal 
will give it growing access to military tech- 
nology from both Russia and China, Iran’s 
biggest trading partner, if not from the West 
(neither America, Britain nor France will 
jeopardise their lucrative weapons con- 
tracts with Gulf Arab states). But for all the 
talk of Iran’s ambition to be a regional he- 
gemon, its conventional military capabili- 
ties are relatively feeble. Decades of sanc- 
tions, distrust of foreigners, attrition 
suffered during the Iraq war and an indige- 
nous industry hampered by corruption 
and lack of access to technology have all 
taken their toll. 

Iran’s air force is antiquated, consisting 
mainly of American aircraft bought by the 
Shah. Dependent on spares scavenged on 
the black market, only about half are ser- 
viceable. Although large, its poorly 
equipped land forces, split between the 
regular army and the Iranian Revolution- 
ary Guard Corps (irgc), are structured to 
prevent coups and conduct irregular war- 
fare against an aggressor, rather than to 
threaten neighbours. The irgc aids and 



trains proxy forces outside the country that 
serve Iran’s strategic aims, such as Hizbul- 
lah in Lebanon (which confronts Israel and 
is fighting in Syria), the Shia militias in Iraq 
and the Houthis in Yemen. With more 
money from oil revenues and a stronger 
economy, Iran’s appetite for meddling may 
well grow. But it lacks the capacity for tradi- 
tional military p ower proj e ction that made 
Saddam Hussein such a menace. 

To compensate for this weakness Iran, 
with Chinese and North Korean help, has 
acquired considerable missile know-how 
which it has used to develop so-called anti- 
access/area denial capabilities in waters 
near its own coastline. Shore-based anti- 
ship missiles, fast missile boats, midget 
subs and conventionally-armed ballistic 
missiles that threaten its enemies’ air 
bases, refineries and oil terminals are in- 
tended to be a deterrent against the more 
powerful forces Iran sees ranged against it. 

And those forces certainly are power- 
ful. Saudi Arabia’s defence budget is five 
times bigger than Iran’s. Together, the Gulf 
Co-operation Council countries outspend 
Iran on defence by more than seven to one 
and have access to some of the most so- 
phisticated weapons the West can offer. 
America’s Fifth Fleet is based in Bahrain, 
and it has air bases throughout the region. 
Iran will take decades not years to rebuild 
its atrophied conventional military capa- 
bilities. It knows how to make a great deal 
of trouble when it wants to, but a poten- 
tially dominant military power it is not. ■ 



Egypt's economy 

The lure of Sisi 



CAIRO 

The president has secured investment 
but not yet fixed the economy 

W HICH country’s stockmarket deliv- 
ered the best returns for investors in 
2014? In spite of its struggling economy and 
tumultuous politics, Egypt’s bourse man- 
aged to beat all comers, its index rising 
nearly 30% in dollar terms. 

Investors piled back into the market in 
the belief that Abdel-Fattah al-Sisi, Egypt’s 
strongman president, would restore order 
to the country after years of upheaval that 
wrecked the economy. Mr Sisi has consoli- 
dated power and ruthlessly crushed dis- 
sent. His firm rule and programme of eco- 
nomic development have also attracted 
much-needed investment. Freedoms must 
be sacrificed in the service of progress, the 
president argues. For now, at least, he may 
feel vindicated. 

Most of Egypt’s indicators are pointing 
in the right direction. Economic growth 
rose to an annualised 5.3% in the first half ►► 
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► of this fiscal year, compared with 1.2% in 
the same period the year before. Unem- 
ployment, still painfully high at around 
13%, is falling. The return of investors may 
be the most telling sign of renewal. Foreign 
direct investment is up by nearly 140% 
year-on-year, albeit from a low base. With 
a budget deficit over n% of output, and a 
debt-to-GDP ratio near 95%, Egypt’s gov- 
ernment needs foreign money. 

Some $12.5 billion in new aid and in- 
vestments has come from Gulf states that 
endorse Mr Sisi’s politics. But the president 
has also wooed more profit-driven inves- 
tors by claiming to have provided stability 
to Egypt. At a conference in March, he an- 
nounced commitments worth billions of 
dollars, mostly in the energy and real-es- 
tate sectors, bp, a British oil giant, called its 
new $i2-billion project “a vote of confi- 
dence in Egypt’s investment climate”. 
Coca-Cola, a beverage producer, has 
pledged to spend $500m in Egypt within 
the next three years. Majid Al Futtaim, a 
Dubai-based retail operator, has increased 
its investments by nearly the same 
amount. In April Moody’s, a credit-rating 
firm, upgraded Egypt’s rating. 

Investors like Mr Sisi’s fiscal and eco- 
nomic reforms. He cut fuel subsidies, 
which has lowered the deficit and allowed 
Egypt to pay more for gas. That, along with 
the payment of old debts, has lured firms 
like BP back to the energy sector. The gov- 
ernment hopes the new investment will 
ease electricity shortages that have de- 
terred investment in other sectors. Mr Sisi 
has also approved measures that aim to cut 
red tape and improve the way legal dis- 
putes involving companies are resolved. 

Yet much work remains. Egypt still 
ranks 112th on the World Bank’s ease-of-do- 
ing-business index (see chart), behind 
Zambia and Swaziland. The investment 
minister, Ashraf Salman, admits that in or- 
der to start a company, investors must get 
permits from 78 different agencies. It can 
take up to five years. The government has 
promised to create a one-stop shop for 
such approvals, though only by the end of 



Not that easy 
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Iraq's orchestra 

The melody of life and death 



BAGHDAD 

Music is balm to a city at war 

A FTER a bomb hit his home district, 
/^Karim Wash sat near the site and 
played his cello. It was, said the conduc- 
tor of Iraq’s only orchestra, a gesture to 
the dead as much as to the living. 

Keeping high culture alive in a city 
where explosions claim hundreds of 
victims a month is the sort of job that 
forces you to go with the daily flow and 
seize opportunities. As well as honouring 
the dead, he has given impromptu perfor- 
mances at military checkpoints, psychiat- 
ric hospitals, wholesale markets, old 
peoples’ homes and orphanages. 

And against all the odds, he has kept 
the orchestra intact, drawing impressive 
crowds to concerts at the National The- 
atre. For safety, performances end before 
dark; but usually, two-thirds of the 1,200 
faded velvet seats are full as musicians in 
dark suits and evening gowns tune up. 

In some other ways, things have 
improved. When the strife was at its 
worst eight years ago, performance times 
and venues had to be kept secret; the fact 
that the orchestra can now advertise such 
details is a small victory. But he says that 
growing sectarian division means that at 
rehearsals some musicians sit apart. 

In an oil-rich country like Iraq, there 
should be enough money to fund at least 
one orchestra. But apart from violence, 
corruption and bureaucracy seem to 
snarl things up. Mr Wash has not received 
a pay cheque for eight months, and some 



of his musicians get less than $300 a 
month. At one point the orchestra was 
promised a new $i5om home in a pro- 
posed new opera house on the banks of 
the Tigris river. But work by the Turkish 
building firm mysteriously stopped soon 
after ground was broken two years ago. 

So there is little choice but to live for 
the moment and respond to events, not 
all of them grim. On New Year’s Eve Mr 
Wash played his cello at a traffic round- 
about as families drove around, honking 
their car horns in celebration. As he puts 
it: “My concept is that life itself can be 
very improvisational.” 




Victory one note at a time 



next year. Reforming the bureaucracy is 
“easier said than done”, says Karim Awad 
of EFG Hermes, an investment bank. 

More uncertainty surrounds taxes. The 
government has promised to lower the 
maximum rate for individuals and corpo- 
rations to 22.5% for the next decade. But 
only last year the rate was hiked from 25% 
to 30%, supposedly for three years. Inves- 
tors also complain about a new 10% tax on 
share dividends and capital gains. 

The foreign-exchange system may be 
the biggest problem. Dollars have been in 
short supply since the Arab spring, due to 
declines in tourism and foreign invest- 
ment. So when the Egyptian pound ap- 
peared overvalued last year, black-market 
traders began selling dollars at a premium. 
In order to wipe out the illicit trade the gov- 
ernment allowed the pound to depreciate 
and placed restrictions on bank deposits 
and withdrawals in dollars. But a drop in 
the value of the euro, the currency of 
Egypt’s biggest trading partner, has again 
made the pound look dear. The back-alley 



traders have returned. 

Egypt has allowed the pound to weak- 
en by around 8% in the past year. But the 
currencies of two competitors, Turkey and 
Morocco, have dropped by around 20%, 
making their goods and services better 
deals. Besides, those countries rank 55th 
and 71st respectively in ease of doing busi- 
ness. Morocco, which like Egypt features 
low wages and good transport links, has at- 
tracted big investments in manufacturing 
with generous tax incentives. 

Some also note that authoritarianism is 
not synonymous with stability. The presi- 
dent’s crackdown on dissent has pushed 
grievances underground. Security con- 
cerns are rising, along with scattered 
bombings, not just in Sinai, where jihadists 
are most active, but even from time to time 
in Cairo. Activists predict more upheaval 
unless Mr Sisi loosens his grip, but there is 
little sign that he will. Parliamentary elec- 
tions were postponed indefinitely in 
March. The uncertainty sent the stock- 
market to a four-month low last month. ■ 
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Angola 

The music stops 



NAIROBI 

An economic wunderkind comes a 
cropper 

M uch conspires to make Angola the 
least-known big country in Africa. Its 
27-year civil war has left a landscape dot- 
ted with millions of landmines and a deep 
suspicion of outsiders among the victo- 
rious guerrillas, who tend to speak Portu- 
guese, the former colonial language, rather 
than English. They have seen little need for 
trade other than in oil, of which the coun- 
try is the second-biggest producer in Africa. 

The impact of collapsing oil prices over 
the past year has been devastating but was 
initially obscured by Angola’s remoteness 
(getting a visa can take months). The dam- 
age is now showing. Analysts predict gdp 
growth of 3% this year, down from 6.8% in 
2013. But some observers warn that things 
could turn out a lot worse. Oil used to ac- 
count for about half of gdp, nearly all for- 
eign-currency earnings and three-quarters 
of state revenues. 

In recent months the government has 
stopped paying many of its bills after slash- 
ing expenditure by $15 billion, the equiva- 
lent of its entire infrastructure budget. Offi- 
cials are hoping to raise a total of perhaps 
$25 billion. “They are tapping everyone 
from the World Bank to Goldman Sachs,” 
says an African diplomat. 

Road projects across the war-ravaged 
country of 15m people are on hold, endan- 
gering efforts to diversify away from oil. 
Construction firms are shedding workers 
at an unprecedented rate. Suppliers of ma- 
chinery say orders are down by up to two- 
thirds. Foreign embassies report a dramatic 
drop in imports. State-owned companies 
are being told to cut costs by 30% and in- 
vestment by half 

Angolan banks have frozen their dwin- 
dling dollar reserves on the orders of the 
central bank as the local currency hits re- 
cord lows. No new credit cards are being is- 
sued, and foreign currency withdrawals 
are limited. As a last resort, on May 7th the 
government announced an end to fuel 
subsidies, which used to consume a whop- 
ping 4.5% of GDP. 

This generally sensible move-the sub- 
sidy distorted markets and encouraged 
smuggling-will hit the poor especially 
hard in an already highly unequal society. 
While the elite in Luanda, the beach-front 
capital, enjoys European standards of liv- 
ing, the vast majority of Angolans strug- 
gles to attain the basics of life. Child mor- 
tality under the age of five is the highest in 
the world; one in six does not survive. 

The government’s main insurance 



against insurrection has been general fa- 
tigue with fighting. Nobody wants to re- 
turn to civil war. Nonetheless, the govern- 
ment is unpopular, not least due to 
widespread corruption. Generals award 
themselves big tracts of land, in one case 
300 square kilometres (115 square miles). 
Since the oil-price slump, the government 
has stepped up repression. Its most promi- 
nent domestic critic, Rafael Marques de 
Morals, faces defamation charges. And po- 
lice recently killed dozens (the opposition 
claims it was more than 1000) of members 
of an obscure religious sect in an attempt to 
arrest its leader. As part of the biggest pro- 
paganda campaign since colonial times, 
countless billboards celebrate what is left 
of the economic miracle. “More electricity, 
more development,” says one. But by 
night, it can rarely be seen-thanks to pow- 
er cuts. ■ 



South Africa's opposition 

Black star rising 



PORT ELIZABETH 

Can Mmusi Maimane persuade blacks 
to vote for the liberal opposition? 

M musi maimane, south Africa’s 
youthful new opposition leader, is an 
agreeably modern man of his country. He 
grew up in Soweto, a sprawling black 
township on the edge of Johannesburg, 
the son of migrant labourers. He won a 
bursary to a good school, then earned two 
masters’ degrees. He married a white 
woman, Natalie, whom he met through 
church. They live in the sedate suburbs of 
Johannesburg with their two young chil- 



i 




The new contender 



dren. After a swift rise through the ranks of 
the Democratic Alliance (da), the main op- 
position party, Mr Maimane, who is 34, be- 
came its leader on May 10th. 

His landslide election at a party con- 
gress makes him the first black man to lead 
the liberal da. He takes over from Helen 
Zille, a former anti-apartheid journalist, 
who is white. She strove to shift the da 
from looking like a party for whites and 
make it a realistic alternative to the ruling 
African National Congress (anc). 

Now Mr Maimane must seek to pose a 
serious challenge to the anc, which has 
governed since 1994 and will rule, says 
President Jacob Zuma, “until Jesus comes 
again”. The anc has shed support in the 
past two elections, but even under the un- 
popular Mr Zuma it got 62% of votes last 
time, in 2014. That was still far ahead of the 
DA, whose vote crept up from 17% to 22%. 

Mr Maimane acknowledges that being 
successful in South African politics is not 
as simple as being black. His party must be- 
gin to challenge the anc in its rural heart- 
lands and reach out to black voters else- 
where, most of them still emotionally 
attached to the party of Nelson Mandela. 

It has a long way to go. Before the last 
general election Ipsos, a pollster, reckoned 
that half the da’s supporters were white, 
27% Coloured (South Africans of mixed- 
race ancestry), 20% black and 3% Indian; 
whereas 96% of the anc’s faithful were 
black. In response to the da’s efforts to div- 
ersify, many anc leaders have sneered. A 
cabinet member recently had to apologise 
after calling Mr Maimane a “hired native”. 

One plus for the da is that where it has 
won power it has done well. The city of 
Cape Town and the province of Western 
Cape, both DA-run, are widely considered 
to be better governed than the anc’s main 
fiefs. The da’s rosy rhetoric echoes Nelson 
Mandela’s dream of a rainbow nation. 

But in recent months a smaller, angrier 
opposition party, the Economic Freedom 
Fighters (eff), has stolen the spotlight. Led 
by Julius Malema, a populist former anc 
Youth League leader, it has appealed to 
frustrated young black voters. Eusebius 
McKaiser, a prominent commentator, ar- 
gues that Mr Maimane will need to move 
away from rainbow nation platitudes and 
tackle the thorniest issues facing South Af- 
rica, such as land reform. 

Local elections next year will test Mr 
Maimane. A tight race is expected in the 
municipalities of Johannesburg, Pretoria 
and Nelson Mandela Bay, which includes 
Port Elizabeth, where the anc squeaked 
back into power in 2011. If it is to advance, 
the DA may have to build ad hoc coalitions 
with other bits of the opposition. Apart 
from the eff, a left-wing workers’ party is 
being planned by a breakaway from the 
main trade-union confederation. Mr Mai- 
mane knows that the da will not suddenly 
win national power on its own. ■ 
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Ukraine and history 

Fighting with ghosts 



DONETSK, KIEV AND LVIV 

As well as shells and rockets, Ukraine is afflicted by the struggle over its past 



W HILE the world marked the 70th an- 
niversary of Hitler’s defeat, Uk- 
raine’s president, Petro Poroshenko, sent 
his embattled compatriots a mixture of 
messages about the past and their identity. 
His words and gestures had to be carefully 
crafted because of his country’s role as a 
battleground between Nazis and Soviet 
forces, with Ukrainians fighting on both 
sides and suffering terribly Sensitivity was 
running extra-high because, in today’s war 
between his government and separatist re- 
bels, many combatants feel those old bat- 
tles are still in progress. 

So on May 8th, the date when the West- 
ern world remembers the Allied victory, 
he ceremonially addressed parliament 
and stressed the vital role of Ukrainian sol- 
diers (albeit in Red Army uniform) in 
quashing Germany. The following day, the 
date for Soviet victory festivities, there 
were further official commemorations in 
Kiev, the capital. They included a march 
past the Motherland monument, which 
looms over the city and is communist in 
style: the silver maiden holds a shield em- 
blazoned with a hammer and sickle. But 
the stolid statue was adorned with pop- 
pies, a Western way of remembering war. 

As Mr Poroshenko told parliament, 
“Ukrainians were the first to feel the effects 
of two totalitarian regimes, Nazi and Com- 
munist.” In other words, he was rejecting 
attempts by Russia’s president, Vladimir 
Putin, and his supporters in Ukraine’s re- 
bellious east, to paint all patriotic Ukrai- 
nians as “fascists”, insisting instead that his 







RUSSIA 



Kievn 






"'v Kharkiv^^ 

UKRAINE Luha^ 
Donetsj^ ^ 

\ '7 ^ MariupolJ^ 

moldqvaS a ^ 



ROMANIA 



\ Rebel-held areas 
I Rebel-controlled checkpoints 



■ CRIMEA ■ 

Block Sea 250km 



nation had a place among the democracies 
which rejected tyranny of all kinds. 

As shelling still rumbles across areas of 
eastern Ukraine that are held by pro-Rus- 
sian rebels, Mr Poroshenko sounds a bit 
too hopeful when he claims that Ukraine is 
at last “looking at its history with its own 
eyes, not through the glasses of Moscow”. 
Nothing he can say about his land’s terri- 
ble travails in the mid-20th century will 
please everybody. 

Ukraine is often presented as a country 
split by language, with Ukrainian predom- 
inant in the far west, Russian in the south 
and east and both tongues widely spoken 
in the centre. But in many ways ideological 
rifts over the past run even deeper-and 
have implications for the future. 

Ever since Ukraine gained indepen- 
dence from a collapsing Soviet Union in 
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1991, it has been torn apart by contrasting 
memories, says Georgiy Kasianov, a pro- 
fessor at the Ukrainian Academy of Sci- 
ence. People in western cities like Lviv, 
which came under Soviet rule only in 1939, 
have accepted a “national” narrative that 
stresses the distinctiveness of Ukraine. 
Meanwhile nostalgia for the Soviet epoch 
lingered in the south and east. That does 
not mean that Ukrainians are obsessed by 
history; most are more concerned with 
earning a living. But Russia’s propaganda, 
portraying last year’s overthrow of an au- 
thoritarian government as a “fascist coup”, 
has reopened historical wounds. 

And although many Ukrainians played 
a gallant role in the second world war, it is 
also a fact that the country was divided. 
There were nationalist fighters in western 
Ukraine who joined the Nazis, hoping to 
advance their dream of independence; 
they often battled countrymen in the Red 
Army. This led to rival mythologies, says 
Timothy Snyder, a Yale University profes- 
sor. One side stressed the Soviet-led fight 
against fascism, and the other a struggle for 
Ukrainian independence that was some- 
times careless in choosing friends. 

On both sides of today’s front line, the 
fighting is presented as an extension of 
those 20th-century struggles. Ukrainian 
nationalist battalions, some of which have 
an arm’s length relationship with the gov- 
ernment in Kiev, see their war as the latest 
phase of a long campaign for freedom from 
Russia. Meanwhile the pro-Russian sepa- 
ratists call their campaign a battle against 
resurgent neo-Nazis and fascists. 

That has troubling implications for the 
remaking of Ukraine as a single land. In 
theory, the Minsk peace plan lays down 
that the rebel-controlled Donbas region, of 
which Donetsk is the capital, will remain 
part of Ukraine and, eventually, be reinte- 
grated with the whole country. 

But in the separatist “republics” built 
round the cities of Donetsk and Luhansk, ►► 
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► local leaders have not only renounced 
Kiev’s political authority, they are also re- 
writing history in a way diametrically op- 
posed to the story now told in the capital. 

For example, in the so-called Donetsk 
People’s Republic, teachers have been told 
not to term as genocide the Holodomor, the 
famine induced by Soviet policies in the 
1930s that killed millions. The rebel repub- 
lics marked May 9th in neo-Soviet style 
with a pompous military parade and 
orange and black ribbons filling the streets. 
Donetsk also celebrated 70 years of victory 
(over the Nazis) and one year of indepen- 
dence (from the “neo-Nazis” who suppos- 
edly dominate Kiev). 

In Kiev, though, the politicians who 
swept into office after last year’s uprising 
have shown two different approaches to 
history. Some have wisely pushed for in- 
clusive gestures, such as celebrating both 
May 8th and 9th, and holding joint events 
with veterans from the Soviet Red Army 
and Ukrainian nationalist groups. But 
there is also a divisive faction at work. One 
of its successes was the passage last month 
of a series of “decommunisation” laws. 

Two laws stand out. One officially re- 
cognises those who fought for Ukrainian 
independence in the 20th century, includ- 
ing controversial groups that are tainted in 
many people’s eyes with fascist links. The 
law describes groups like the Organisation 
of Ukrainian Nationalists (oun) and the 
Ukrainian Insurgent Army (upa) as “inde- 
pendence fighters” and makes it illegal to 
deny their role in battling for statehood. 
Another law threatens jail time for public- 
ly denying the “criminal nature” of the So- 
viet regime. Soviet-era names of streets 
and cities would have to be changed and 
statues of Soviet leaders torn down. 

A human impulse 

In some ways, this is understandable. The 
impulse to destroy symbols of a hated and 
discredited regime is deep-seated. In Khar- 
kiv, where activists felled the country’s 
largest Lenin statue last autumn, Sergei 
Yangolenko, a local pro-Kiev commander, 
says bringing down the monument “made 
it easier to breathe”. 

Yet if Mr Poroshenko signs them, the de- 
communisation laws will exacerbate ten- 
sions, not unite the country. Even as sup- 
port for Ukraine’s political turn to the West 
has consolidated, contrasting historical 
convictions have proved resilient. A recent 
poll by the the Democratic Initiatives 
Foundation in Kiev showed that across 
much of the south-east, even in regions un- 
der central-government control, the Soviet 
collapse is perceived in a negative light. 

“We can’t build a new Ukrainian nation 
on divisive old historical figures,” Vasyl Ra- 
sevych of the Institute of Ukrainian Stud- 
ies in Lviv argues. The glorification of oun 
and UPA has dismayed many Jews and 
Poles. By elevating these groups, Ukraine 



“turns Hitler’s henchmen into heroes”, 
says Efraim Zuroff of the Simon Wiesen- 
thal Centre, a Jewish Nazi-hunting group. 

The irony is that the decommunisation 
laws remind many of the communist ap- 
proach to solving problems. “They are 
fighting the Soviet remains with Soviet 
methods,” says Mr Kasianov. He has a 
point. In 1918 Lenin issued a decree that 
statues “erected in honour of the tsars and 
their minions” be torn down, and the “old 
inscriptions, emblems, names of streets” 
be changed to reflect the “ideas and senti- 
ments” of the revolution. 

By using laws and punishments to 
change people’s ideas about history, “we 
are repeating the mistakes of the past,” says 
Mikhail Minakov, a political philosopher 
in Kiev. As he see things, “we are fighting 
with a ghost” of totalitarianism. It is a bat- 
tle that can only be won with openness, 
free argument and light. ■ 



Violence in Macedonia 

Danger or 
distraction? 



After a long political ferment, a short 
burst of fighting 

S OME things are clear. What happened 
this month in Kumanovo, Macedonia’s 
second city, was the worst violence in the 
Balkans since 2004-and indeed the worst 
in that fissile country since it teetered on 
the edge of inter-ethnic war in 2001. Over 
May 9th and 10th, police made a full-scale 
military assault on what they called “Alba- 
nian terrorists”. Eight policemen were 
killed, as were 14 Albanians. Fear of a new 
Balkan conflict rippled across the region. 

But for anybody trying to work out 
what it all means, there are more questions 
than answers. According to the authorities, 
the alleged terrorists, many of whom came 
from neighbouring Kosovo, were starting a 
battle for a “Greater Albania” comprising 
Albania, Kosovo and parts of Macedonia. 
A quarter of Macedonia’s 2m people are 
Albanian; since war was averted 14 years 
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ago, power has been shared uneasily by co- 
alitions representing both the ethnic ma- 
jority, who are Orthodox Christian and 
speak a Slavic language, and the mainly 
Muslim Albanians. 

It may be that the gunmen did plan 
such attacks. But the group is reported to 
have overlapped with criminal fraternities 
plying the border between Kosovo, Mac- 
edonia and Serbia: gangs which may have 
been had some leeway from Macedonia’s 
police, thanks to political connections. 

So turning on the gunmen seemed like 
a change of tactics by Macedonia’s govern- 
ment, headed by Nikola Gruevski since 
2006. He is hard-pressed on other fronts: 
since February his Social Democratic op- 
ponents have been making hugely embar- 
rassing leaks of information, based on 
phone taps of up to 20,000 people which 
were made by the security services and 
somehow reached the opposition. 

Plenty of people have an interest in tak- 
ing the public’s mind off that mess. The 
tapes seem to implicate members of the 
government in judge-fixing and vote-rig- 
ging. The next set of revelations could em- 
barrass senior ethnic-Albanian figures. 
Also expected are fresh insights into the 
killing of five fishermen in 2012, which the 
state blames on Islamists. A big anti-gov- 
ernment rally is planned for May 17th. 

In what seemed like a sop to public an- 
ger, the country’s intelligence chief and 
ministers of transport and the interior re- 
signed on May 12th. This followed stern 
warnings from Western governments 
about the need to preserve stability. In this 
feverish climate, says Veton Latifi, a politi- 
cal scientist, few believe the official claim 
that the recent burst of killings was just a 
terrorist plot foiled; most assume that 
whoever stoked the fires of violence was 
interested in a distraction. 

The public mood was captured in a vi- 
ral video in which a Kumanovo Albanian 
tells a news crew that “nobody wants war” 
and exchanges a hug with a neighbour 
from the country’s ethnic majority. The Al- 
banian then declares that he and his friend 
know they are being manipulated. 

The violence is a setback for a country 
which longs for diplomatic respectability. 
Macedonia has been a candidate for Euro- 
pean Union membership since 2005, and 
every year the European Commission 
vainly calls for entry talks to start. One ob- 
stacle is posed by Greece, which objects to 
its neighbour’s use of the name Macedonia 
and has also stopped it joining nato. In 
this glum climate, the country has seen a 
dip in indicators of political health, such as 
press and judicial freedom. Macedonia is 
small, and few outsiders follow it. But it 
plays its part in a wider Balkan pathology 
of ethnic tension and misrule. “The eu will 
learn the hard way, there is no such thing as 
benign neglect,” says one veteran Balkan 
diplomat. ■ 
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French education 

High flyers and sad 
failures 



PARIS 

A misguided effort to fix a school system 
that leaves too many losers behind 

F rance is justly proud of some aspects 
of its education system. At prestigious 
public-sector high schools such as Henri iv 
(pictured), an ancient establishment in the 
centre of Paris, pupils emerge with rigor- 
ous, well-trained minds, thanks to a broad- 
based final exam, the baccalaureat The 
country boasts five of the top 15 European 
business schools. Their high-flying gradu- 
ates are snapped up by banks in New York 
and London. Erench tech engineers are in 
high demand with startups in San Erancis- 
co. Yet, although it caters well to the top 
end of the ability range, Erench education 
is miserably failing the bottom. 

Each year 122,000 pupils-17% of the to- 
tal-leave school with no high-school di- 
ploma. Last year the Erench army evaluat- 
ed national levels of reading and 
comprehension during a compulsory day 
of military and civic service for 17-year- 
olds. It found that one in ten attendees 
could not understand basic Erench. Such 
difficulties are concentrated in the outer- 
city banlieues, where family support is 
minimal and schools tend to get the least 
experienced teachers. But even the average 
is dropping. According to pisa, an interna- 
tional comparison of education standards 
run by the oecd, a club mostly of rich 
countries, Erench 15-year-olds’ standards of 
written comprehension and mathematics 
have fallen since 2000. 

Early pre-school and primary school 
work well in Erance. The weak link seems 
to be the first four years of secondary. 



A makeover for Milan 

Time to spruce it all up 

MILAN 

Italy’s finance-and-fashion capital gets a shot in the arm 



'P'LECTRIC bicycles have been added to 
Hi Milan’s bike-sharing scheme. The 
city’s canals have been restored, with 
boats now dotting a formerly dilapidated 
harbour. Thousands of events have been 
planned to coincide with Milan Expo, the 
world fair that opened on May 1st and is 
due to last six months. In its first week the 
fair reportedly drew 650,000 visitors. 

The Milanese, with the Boston Con- 
sulting Group at hand, hope this heralds 
a longer-term revival. Eondazione Prada, 
an art foundation set up by the epony- 
mous fashion house, has just opened a 
sparkling permanent abode in a re- 
vamped distillery to tickle up the city’s 
surprisingly dull contemporary-art scene. 
Its presence in the old industrial quarter 
on the city’s south side will-it is hoped- 
brighten up an entire area. 

The Unicredit tower, which opened in 
2011, has already transformed the city’s 
skyline, while the redevelopment of the 
surrounding Porta Nuova district has 
pulled two areas together. The project, 
which includes residential, commercial 
and retail property, was bought out by 
Qatar’s sovereign wealth fund in Eebru- 
ary and is valued at €2 billion ($2.3 bil- 
lion). Westfield, a global property group, 
is planning to build a vast retail complex 
on Milan’s eastern outskirts. 

Such high hopes are set against a glum 



backdrop. Prom 2007-2014 the economy 
of Lombardy, of which Milan is the capi- 
tal, shrank by 3.6%. The unemployment 
rate is 8.2%. Public housing is shoddy and 
scarce. And the building of two new 
metro lines, one linking up with Linate 
airport, will put the city heavily in debt. 

Still, Italy’s culture minister compares 
these latest projects to the rejuvenation 
of Barcelona and Berlin. The next decade, 
he predicts, will belong to Milan. 




From doldrums to sparkles 



known as college. This chunk of schooling, 
which is run with no selection for ability 
and along comprehensive lines, “does not 
today guarantee the acquisition of basic 
knowledge”, in the words of the education 
ministry. Which is why Najat Vallaud-Bel- 
kacem, the Socialist government’s educa- 
tion minister, recently unveiled an over- 
haul of college, which she hopes will come 
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into effect in September 2016. 

Some elements are uncontroversial, 
such as a plan finally to get digital technol- 
ogy and programming into classrooms, an 
area where Prance is woefully behind. 
Others, such as the rumour that the history 
of Islam would replace that of other reli- 
gions, have turned out to be false (in reality, 
Islam is already in the curriculum). But 
some parts of the reform package are caus- 
ing widespread revolt. 

The first is a move to close specialist bi- 
lingual Prench-German classes and give 
much less emphasis to Latin and Greek. Ms 
Vallaud-Belkacem says middle-class par- 
ents use the German-Prench classes, which 
cater to just 16% of pupils, as a proxy for se- 
lection to secure their children an elite edu- 
cation. Critics, however, see a sacrifice of 
excellence on the altar of egalitarianism. If 
these are rare examples of high perfor- 
mance in language teaching, why put an 
end to them? The German government is 
alarmed. Susanne Wasum-Rainer, the Ger- 
man ambassador to Paris, went to see Ms 
Vallaud-Belkacem over worries about the 
future of the teaching of German in Prance. ►► 
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► Bruno Le Maire, a centre-right former Eu- 
rope minister and a German-speaker, has 
organised a petition to abolish the reform; 
it has been signed by more than 230 depu- 
ties. Leftist intellectuals have deplored the 
dumbing down. Even Jack Lang, a Socialist 
former education minister, said he was 
“shocked” by the relegation of Classics. 

In the face of this outcry, Ms Vallaud- 
Belkacem has retreated a bit. She has 
agreed that Latin should still be an option 
for pupils, though with fewer classroom 
hours. And she claims that in theory just as 
many pupils could still learn German un- 
der the new scheme, since all pupils will 
henceforth learn two foreign languages- 
although nothing guarantees that German 
will be one of them. The minister has been 
less accommodating so far over the second 
source of indignation. This is her plan to 
make teaching more “fun” and inter-disci- 
plinary, to encourage more teamwork and 
to give teachers more freedom over how 
they do their job. 

To the outsider, this sounds like com- 
mon sense. Educationalists point out that 
the best global cases of improved school 
results, such as those in the Canadian prov- 
ince of Ontario, have been achieved when- 
schools were given more autonomy. Ein- 
land, a high performer in pisa, makes 
much use of inter-disciplinary projects 
and teamwork in classrooms. The old-fash- 
ioned, desks-in-a-row Erench approach is 
in many ways ill-suited to the changing na- 
ture of jobs in the knowledge economy. It is 
a measure of how much is still dictated 
centrally that it is seen as radical to let 
teachers use 20% of weekly classroom time 
for the new ideas, and to decide them- 
selves how to put them into practice. 

The debate has turned into an ideologi- 
cal battle. Nicolas Sarkozy, the leader of the 
centre-right and a former president, has 
called the reforms “disastrous”. There has 
been much mockery of the idea that pupils 
will be building tree houses in the play- 
ground, or studying rap lyrics rather than 
Racine. Some teachers consider the idea of 
cross-subject projects an assault on disci- 
plinary purity, not to mention their prepa- 
ration time. The notion that anybody 
should worry that pupils are “bored” in 
class, as Ms Vallaud-Belkacem put it, is 
judged preposterously indulgent. Teaching 
unions have called for a strike on May 19th. 

The real difficulty is that ideological dif- 
ferences are getting in the way of a proper 
debate on how to improve school results 
and ensure that all pupils, including those 
in the peripheral banlieues, leave school 
with basic skills. Too many questions are 
not even on the table, such as poor levels of 
pay in the teaching profession, head teach- 
ers’ lack of freedom to recruit their own 
staff, and the difficulty they face getting rid 
of poor teachers. Greater autonomy ought 
to be part of the solution. But so far it seems 
to bejudged a problem. ■ 



German wages 

Misery with a 
silver lining 

BERLIN 

When strikes are a sign of health 

C OPING with strikes is a new experi- 
ence for Germans. This week parents 
had nowhere to drop their kids because 
creches were closed. Verdi, Germany’s 
largest trade union in the service sector, 
called a stoppage to demand pay rises aver- 
aging 10% for pre-school teachers. People 
also had to wait longer for mail: once again 
thanks to Verdi, postal workers struck, 
seeking a 5.5% hike and shorter hours. 

Disruptions were even worse the week 
before, when a train drivers’ union halted 
service for six days. It was the union’s 
eighth strike in ten months. Pupils were 
unable to travel to their college-entrance 
exams. New cars waited idly to be tran- 
sported to buyers. And ordinary commut- 
ers turned into a miserable, cranky mass of 
humanity as they squeezed into buses or 
underground trains which were unaffect- 
ed. This recalled the misery of last year, 
when the pilots’ union struck, grounding 
thousands of Lufthansa flights. 

Such labour strife is rare in Germany, 
which is known for its orderly and consen- 
sual industrial relations. Indeed, a decade 
ago, employers and unions were so civil 
with each other that they agreed on years 
of wage restraint, just as workers in the 
southern euro zone were getting excessive 
rises. This made German goods competi- 
tive, but also led to the current-account sur- 
pluses that threw the euro zone and parts 
of the world economy out of whack. Re- 
straining German wages amounted to an 
internal devaluation; it had the same ex- 
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port-boosting effect as would have been 
achieved by depressing the national cur- 
rency if Germany still had one. 

Now a low unemployment rate (6.5% in 
April), rising domestic demand and inter- 
union competition are making workers 
bolder. But that is by no means all bad. In 
some ways this new upward pressure is 
“exactly what is needed”, says Hans-Wer- 
ner Sinn of the Ifo Institute, a think-tank in 
Munich. It marks a revaluation relative to 
crisis economies such as Greece, just as 
those countries are now deflating their 
prices and wages. 

German wages per worker rose by 2.7% 
last year, faster than inflation. Germany’s 
four leading economic think-tanks project 
vigorous real wage growth this year and 
next as well. Growth is fastest in booming 
sectors like construction. 

Eor poorly-paid jobs, a new minimum 
wage has helped. And white-collar j obs are 
also paying more; a recent study of 12 de- 
veloped economies by Robert Half, a hu- 
man-resources firm in Munich, suggests 
that German professionals can expect the 
biggest raises this year. If they are lucky, 
they will be able to spend the money on 
flights and trains that run to schedule. ■ 
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Charlemagne | Small boats, choppy seas 



BRUSSELS 

A plan to deal with the boat people is ambitious, but the outcome will be woefully inadequate 







T he European Union faces an ocean of troubles, from the integ- 
rity of its currency to the security of its neighbourhood. Yet 
none presents as bewildering an array of difficulties as the move- 
ment of people. In under 10,000 words the European Commis- 
sion’s “agenda on migration,” unveiled on May 13th, identifies 
war, poverty, globalisation, persecution and climate change as 
forces driving migration from outside the eu. And it touches on 
challenges like multilateral diplomacy, criminal networks, mili- 
tary intervention and the ageing of European societies. Next to 
lists like these, fixing Greece or Ukraine looks like a doddle. 

So large is the conundrum over migrants, especially of boat- 
people in the Mediterranean, that the eu has done its best to for- 
get about it. Until last month, that is, when it received a grisly re- 
minder that they had not forgotten about Europe: in a few days 
more than 1,000 would-be migrants drowned off the Libyan 
coast. An emergency summit was convened amid the often- 
heard call that such tragedies could not be allowed to happen 
again. Yet leaders agreed on little beyond a commitment to spend 
more on border-surveillance missions, and a pledge to think 
about a military mission to capture or destroy smugglers’ boats 
(for which a mandate from the un Security Council is needed). 

The strategy is more ambitious than leaders might have ex- 
pected when they urged the commission to draw up “a more sys- 
temic and geographically comprehensive approach”. It proposes 
a one-off pan-European scheme to resettle 20,000 refugees from 
third countries. It promises technical assistance to “front-line” 
countries like Italy, Malta and Greece (and warns that they will be 
punished if they nod through migrants making their way to the 
wealthier north). It also aims to improve the eu’s dismal return 
rate (39%) for failed asylum-seekers. 

Most controversially it calls for the relocation of most asylum- 
seekers who reach the eu, so that the burden of processing them 
may be more equally shouldered. The country-by-country allo- 
cation would be determined by a “distribution key”, based on 
population, economic strength and refugees already present. 

Taken together, suggests Erans Timmermans, the powerful 
Dutch commissioner who has overseen much of this work, the 
ideas should restore public trust in a broken system and, perhaps, 
open the door to more ambitious plans in future. Mr Timmer- 



mans is right that asylum policy across the eu is a mess. After a se- 
ries of “harmonisations” most countries are supposed to apply 
similar criteria to asylum-seekers’ claims. But Germany, for exam- 
ple, grants asylum to 94% of Syrians who apply; Greece just 60%. 

Asylum is only part of the picture. Migrants seeking better eco- 
nomic prospects crowd onto boats as keenly as refugees from civ- 
il wars. If they get in, Europe often finds places for them, for, as the 
new strategy notes, Europe’s migration policy is not equal to “the 
economic demands of a Europe in demographic decline.” Even 
more than with asylum, European countries make their own 
policies for economic migration. And set against the fiery anti-im- 
migration politics of many European countries, the good inten- 
tions in Brussels can melt like icicles in the sun. 

That explains why two huge questions loom over this week’s 
strategy. The first is how governments will react; the proposals 
must be approved by eu leaders at a summit in late June. That 
will bring more than the usual squabbles. Eastern Europeans 
with little experience of housing and integrating refugees will 
hardly be placated by the small sums of money on offer. (Hunga- 
ry is already kicking up a stink.) Denmark and others will com- 
plain about rewriting the eu’s asylum rules. And Britain, despite 
an opt-out that means it need not accept a single refugee, is not 
keeping quiet. Big countries like Germany, Erance and Italy are be- 
hind the plan, which is an achievement. But the strategy released 
this week sets the bar deliberately high for governments; one way 
or another they will surely lower it. 

The bigger problem is that, until the eu works out how to end 
war and poverty, no proposal can match the scale of the problem. 
Almost 180,000 tried the Mediterranean crossing last year. Many 
more entered Europe via other means, or overstayed visas. The 
sum of 20,000 refugees to be resettled looks impressive only if set 
against Europe’s low ambitions. Only four countries will be 
asked to take more than 1,000 refugees. But millions are languish- 
ing in Turkish and Lebanese camps. If this plan is supposed to be 
an alternative to boats in the Mediterranean, it fails. 

Growing old disgracefully 

With delicious timing this week the commission also published a 
sobering demographic forecast. By 2060, it said, the eu’s popula- 
tion will be in absolute decline. There will be just two workers for 
every man or woman over 65, compared to four today. If Euro- 
peans want to continue to fund the generous health care and pen- 
sions they have awarded themselves, then in the absence of a 
hitherto concealed fondness for procreation they will have to at- 
tract more workers from abroad. 

The ambitious young men and women who leave their 
homelands for better lives in Europe might be a good fit for coun- 
tries facing long-term labour shortages. But that is a hard sell 
when wages are stagnant and unemployment high. Moreover, 
countries would prefer to pick their migrants rather than the oth- 
er way around. On how to manage channels for legal migration, 
and open eu markets to help neighbours develop their econo- 
mies, the commission proposes little that is new and leaders will 
agree to even less. They need to be far braver. 

The commission deserves credit at least for acknowledging 
the scale of the problem. And eu leaders are now willing to talk 
about how they might tackle it collectively. That is progress, but of 
the mildest sort. ■ 
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The new government 

David Cameron’s big embrace 



Emboldened and strengthened by his electoral triumph, the prime minister sets out 
to finish what he began a decade ago 



AT THE general election on May yth Da- 
/^vid Cameron led his party to its first 
majority in the House of Commons for 23 
years. The next day he did something al- 
most as important and surprising: he drew 
the right lessons from his win. 

The prime minister had run a solid, un- 
spectacular campaign focused on stability 
and competence. Worried by the opposi- 
tion Labour Party’s economic instincts and 
its possible reliance on Scottish national- 
ists to govern, voters dutifully turned out 
for the Conservative Party. True to the 
modest mandate they had given him, Mr 
Cameron talked about giving Britons “a 
good life”, promised apprenticeships and 
house-building and hailed his party’s uni- 
fying, “one nation” tradition. 

He was also reviving the original mis- 
sion of his leadership. The Tories were in 
despair when he took over in 2005, three 
election defeats and three previous 
changes of leader since the party had last 
won an election. In the eyes of voters it 
was still too curmudgeonly, exclusive and 
right-wing to be put in charge of Britain. Mr 
Cameron set about trying to change that. 
He spoke earnestly of protecting the envi- 
ronment and boosting national happiness. 
Yet his upbeat, quality-of-life politics be- 
gan to seem eccentric after the financial cri- 
sis, when joblessness and debt soared. 
Many Tories blamed Mr Cameron’s airy, 
garbled message for their failure to win a 
majority at the 2010 election. In the co- 



alition that ensued, the centrist Liberal 
Democrats, with their greenery and social 
liberalism, made the Conservatives look 
like dull accountants at best, bad guys at 
worst. The Tory modernisation pro- 
gramme was put in the freezer. 

Freed from the complexities of co- 
alition, Mr Cameron now seems to be de- 
frosting that programme-and adding the 
cost-of-living dimension that its first itera- 
tion naively lacked. The new focus has 
been evident in senior Tories’ language. All 
are now crow-barring “one nation” into 
their comments. At the first meeting of his 
cabinet, Mr Cameron said his priority 
would be to find “bread-and-butter” ways 
to improve people’s lives. His guiding prin- 
ciples, he added, would be “true social jus- 
tice and genuine compassion”. 

Some of the prime minister’s appoint- 
ments point in a similar direction. On May 
8th he made George Osborne, the liberal 
chancellor of the exchequer and co-author 
of his political project, the first secretary of 
state-deputy prime minister in all but 
name. He then promoted Mr Osborne’s re- 
formist allies, including Sajid Javid, who 
became business secretary. Robert Halfon, 
a champion of blue-collar “white-van Con- 
servatism”, was rewarded with his first 
ministerial job. 

One of Mr Cameron’s first priorities is 
to double parents’ free child-care allow- 
ance from 15 to 30 hours a week. In his 
speech on May 8th he hailed Mr Osborne’s 
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“northern powerhouse” scheme to inte- 
grate and empower the northern English 
cities (still electoral no-go zones for the To- 
ries) and bolstered this by making Greg 
Clark, a fervent decentraliser, local-govern- 
ment secretary. He promises to keep Scot- 
land in the United Kingdom by giving it 
“the strongest devolved government any- 
where in the world”. 

It remains to be seen whether Mr Cam- 
eron can lead his party down this sunny, 
temperate road. The Tories have a working 
majority of just 15-smaller than the num- 
ber of MPS who want to concentrate on tra- 
ditional right-wing priorities like crime, 
immigration and the European Union. Al- 
ready some are muttering about the last of 
these (see next story). An impending battle 
over unpopular rulings by the European 
Court of Human Rights will only inflame 
the decades-old Tory obsession with Eu- 
rope, even though it is separate from the 
Eu. At a time when mps in general are be- 
coming more independent and ornery (the 
last parliament saw more rebellions than 
any since 1945) that bodes ill for Mr Camer- 
on’s plan to convince voters that his party 
has changed. 

For now, though, the prime minister is 
in a delightfully strong position. With the 
Lib Dems gone, he has more patronage to 
bestow. He can pull the levers of govern- 
ment without having to negotiate with his 
coalition partners. And if, despite the ef- 
forts of his party’s cantankerous wing, he 
succeeds, he could open up to his party 
new segments of the electorate beyond its 
southern, middle-class strongholds. La- 
bour is downtrodden, faces months of in- 
ternal debate and may tilt left (see Bage- 
hot). The Lib Dems have been reduced to a 
tiny, traumatised rump. The centre ground 
is there for the taking. A decade after he 
first set his sights on it, Mr Cameron has a 
chance to seize it. ■ 
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David Cameron embarks on two simultaneous negotiations over Britain’s eu 
membership 



Britain and Europe 

The interpreter 



P OLITICAL negotiation is done differ- 
ently on different sides of the English 
Channel. In Westminster parties threaten, 
bluster and slap red lines on tables. “Non- 
negotiables” are brandished. In the end 
somebody wins. In Brussels negotiation is 
a silkier business. Forms of words are 
found, disagreements are smoothed over 
or conveniently overlooked and compro- 
mises brokered. Each side leaves the room 
with something-or at least feels that way. 

David Cameron now finds himself 
caught between these two cultures. The 
prime minister never wanted to make Brit- 
ain’s relationship with the eu a priority. In 
his first conference speech as party leader, 
in 2006, he told the Conservatives to stop 
“banging on” about the subject-one that 
electrifies some of them but stirs voters lit- 
tle. Yet in 2013, under pressure from his mps 
and the anti-EU uk Independence Party, he 
conceded that he would renegotiate Brit- 
ain’s membership and put it to a referen- 
dum by 2017 if he was re-elected. He now 
has two years to make good on the pledge. 

Predictably, the running commentary 
on his efforts from within his party began 
within hours of his win. Negotiating with 
Brussels will be like negotiating with a 
brick wall, mused Peter Bone, an inveterate 
Eurosceptic, adding: “I only hope he 
knocks the wall down.” Boris Johnson, the 
mayor of London and a newly elected mp, 
warned Mr Cameron that he must threaten 
to take Britain out of the eu if he does not 
get what he wants. David Davis, a leading 
anti-EU campaigner, announced that up to 
60 MPS were ready to demand that the 
House of Commons be able to veto all new 
legislation coming from Brussels. 

The reaction from the continent was as 
trepidations as that from the Tory Party 
was boisterous. German newspapers 
called for negotiations “conducted with re- 
spect” and with “good will”. Der Spiegel 
magazine called on Mr Cameron to stand 
up to his “noisy Eurosceptic back bench- 
ers” rather than giving in to their “black- 
mail”. “There are rules in Europe, and 
among those rules there is consultation,” 
cautioned Francois Hollande, the presi- 
dent of France. 

Mr Cameron will try to reconcile these 
two worlds-by having it both ways. At 
home he will talk tough. On May nth the 
victorious prime minister told his mps (to 
loud cheers and fist-banging on tables) that 
he had won a mandate for a “tough” rene- 
gotiation. In his reshuffle he pleased back 



benchers by reappointing Philip Ham- 
mond, a firm Eurosceptic, as foreign secre- 
tary. He also put Eurosceptics at the helm 
of the justice and culture departments and 
found ministerial jobs for a bevy of youn- 
ger ones. That ought to please the Tory 
right while binding in some notorious 
troublemakers: by convention, ministers 
do not openly criticise the government. 

In his dealings with other European 
leaders, by contrast, the prime minister has 
adopted a conciliatory stance. Shortly after 
his election win he hit the phones to open 
discussions. Over the coming weeks he 
and George Osborne, the chancellor of the 
exchequer, will try to build relationships 
and find out what others will tolerate be- 
fore the European Council summit on June 
25th, when the prime minister plans to set 
out his demands. These are likely to in- 
clude new restrictions on welfare claims 
by recently arrived eu migrants, a reduc- 
tion in red tape, progress on market liberal- 
isation (particularly developing the single 
market in services), new measures to pre- 
vent euro-zone members from marginalis- 
ing non-euro countries, and a British ex- 
emption from the reference to “ever-closer 
union” in European treaties. 

Will he get his way? Some of the 
changes Mr Cameron has proposed, espe- 
cially restrictions on tax credits and other 
in-work benefits for new immigrants, 
might require changes to eu treaties. Al- 
most no country wants treaty change in 
the next year or two-it would trigger plebi- 



scites and would open the door to French 
and Italian demands for stronger social 
protections, thus making the eu even less 
Anglo-Saxon. Mr Cameron might be able 
to secure concessions that could be insert- 
ed into the treaties later on. But Eastern 
European governments have already 
warned that freedom of movement is sa- 
cred-and removing tax credits from new 
immigrants could be interpreted as an at- 
tack on that freedom. 

Mr Cameron has allies. Finland’s new 
government is co-operative, while Ger- 
many and the Netherlands support parts 
of his agenda. In Frans Timmermans, the 
reformist Commission vice-president, the 
prime minister has a comrade in his battle 
against red tape (though he and others saw 
Britain’s criticism of European plans to res- 
cue refugees in the Mediterranean as a bad 
start to the renegotiation). The Foreign Of- 
fice thinks it will be possible to secure the 
“ever-closer union” opt-out-a symbolic 
victory, if nothing else. The prime minister 
appears to realise that he needs to work to 
improve his relationships with other Euro- 
pean leaders. In the past he has been seen 
by his prospective partners as rather “tran- 
sactional”, says Charles Grant of the Cen- 
tre for European Reform, a think-tank. 

Still, the overlap between what the ma- 
jority of his MPS will accept and what his 
European partners can grant will shrink as 
the political capital of his unexpectedly 
good election result seeps away. Mid-term 
gripes will multiply in Britain, making the 
referendum harder to win. By late next 
year, France and Germany will both be ap- 
proaching elections, so their leaders’ atten- 
tions will be focusing on home. For that 
reason, Mr Cameron is reportedly seeking 
to get his renegotiation done in the second 
half of this year, before a referendum next 
year. As he tacks between his party and Eu- 
rope, he will find momentum the surest 
ally of them all. ■ 
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Bagehot | For the loser, the scraps 



British voters have showed a crushing disdain for the Labour Party. It faces a painful recovery 




I N THE election’s blurry aftermath, as Bagehot, dull with tired- 
ness, struggled to think through the causes of the Labour Party’s 
calamitous defeat, he found clarity in a traditional journalistic re- 
source: the taxi-driver who ferried him between television stu- 
dios. A 40-something British Pakistani, resident in Essex and one 
of five sons to an immigrant father, none of whom had previous- 
ly voted for anyone but Labour, he mentioned that three, includ- 
ing himself, had just voted Tory. “Because of the economy” he 
muttered gnomically, then added, as if it were hardly worth men- 
tioning, “and because Ed Miliband’s completely useless.” 

As members of Labour’s depleted parliamentary cohort look 
with bleary eyes on the wreckage of their party’s hopes, they 
should find in that disdainful verdict, echoed nationally in their 
worst result for three decades, a reason for hope. Voters’ dismissal 
of Mr Miliband’s left-wing vanity project was resounding. To 
compensate for its expected wipeout in Scotland, Labour had tar- 
geted 80 Tory-held seats in England and expected to win around 
half of them. In the event, facing an unpopular governing party, 
which had cut a million jobs from the public sector and public 
spending by £120 billion ($190 billion), it made a net gain of four. 
That points to a gross humiliation for Mr Miliband-but also, sign- 
posted in neon. Labour’s only viable path to recovery. 

The gravity in British politics did not shift, as Mr Miliband 
thought, to the left after the financial crisis. It remained where it 
ever was, in the cautiously conservative centre ground. That is 
where most British voters, grudgingly respectful of the market be- 
cause aspirational, grumblingly demanding of the state because 
used to being nannyed by it, reside. Every Labour electoral vic- 
tory of the past half century has accordingly been won from that 
terrain. And if the party wants to win another it must reclaim it, as 
Tony Blair, who pulled off three victories, and his former acolytes 
have been quick to argue. Asked what Mr Miliband lacked, the 
former Blairite minister Peter Mandelson replied, “an economic 
policy”. An Essex cabbie could not have put it better. 

Others in Labour, with its history of self-validating opposi- 
tion, are trying to bury that truth as effectively as the “Ed 
Stone”-a slab of limestone hubris, chiselled with Mr Miliband’s 
electoral promises-has been carted off to a south London lock- 
up. Len McCluskey leader of the Unite union which funds La- 



bour, has suggested the party’s defeat was more for presentation- 
al than political reasons. Labour “lacked a coherent narrative 
linking together individually popular policies”, he reckons. And 
because most of its losses were to a party preaching socialism- 
the Scottish National Party (snp), to which it lost 40 of its 41 seats 
in Scotland-that view will no doubt gain support. Yet, among the 
many ways in which it is wrong, it ignores the fact that the snp is 
not really a left-wing party. 

Judged on its governing record in Scotland, it is a conservative 
one. The snp has held down taxes and held back spending on 
universities and hospitals, even as it disingenuously accuses the 
Conservative-led government in Westminster of doing precisely 
these things. Its socialist rhetoric is little more than a willing sus- 
pension of disbelief by which Scottish voters kid themselves that 
they are more altruistic and less nationalistic than they truly are. 
It is a national delusion, not something Labour can outcompete 
on the left. And if it tries, as Mr McCluskey would like, it will be- 
come irrelevant elsewhere in Britain, which, lest the union meis- 
ter forget, has just elected a majority Tory government. 

It is astonishing, two decades after Mr Blair won the argument 
against his party’s unelectable left, that it is being rerun. It also 
risks diverting attention, in the four-month window the party 
has given itself to elect a new leader, from the subtler choices La- 
bour faces. Because while the Blairites’ prescriptions are neces- 
sary, against proliferating troubles, they also look insufficient. 

Mr Blair’s frantic overture to the aspirational, mostly English, 
middle class was based on an assumption that Labour’s working- 
class base was solid. Now it is splintering, and not merely be- 
cause of the SNP. The uk Independence Party bit deep into its 
northern English votebank and cost it (not, as had been predicted, 
the Tories) marginal seats elsewhere. Labour lost perhaps a dozen 
seats to the Tories-including Bolton West, Corby and Morley and 
Outwood, formerly occupied by the shadow chancellor Ed 
Balls-for this reason. Similarly, the Tories probably held onto a 
score, including Nuneaton and Thurrock, because ukip hurt La- 
bour there most. Where Mr Blair battled the union dinosaurs. La- 
bour’s next leader will face a three-headed hydra: Tories in the 
south, UKIP in the north, the snp in Scotland. 

Wanted: hero, must be versatile 

And there is no hero to hand, but an emerging handful of pre- 
tenders to the role, who are at best promising. Mr McCluskey’s 
likely choice, Andy Burnham, is low down that list. The former 
Blairite health secretary, who has renounced the liberal reforms 
he helped bring, appears lightweight and fecklessly populist. 
Chuka Umunna and Liz Kendall, both Blairites, yet untainted by 
the in-fighting of the Blair era, are worthier of consideration. 

Mr Umunna is Labour’s star media performer, has a compel- 
ling personal history, and was at times a lone battler against Mr 
Miliband’s anti-business pitch. Ms Kendall, a more provincial fig- 
ure, is clever, sensible and the candidate half a dozen Tory mps 
told Bagehot they would most fear. Yvette Cooper, the shadow 
home secretary, is politically inscrutable, yet organised and influ- 
ential in Labour. Tristram Hunt, the stylish shadow education 
secretary, probably has the most interesting mind of the lot, but 
may lack hunger for the task. 

If so, he is on to something. Because whoever leads the party 
faces more complicated politics than Mr Blair did, in a colder eco- 
nomic climate and, in the snp especially, more formidable oppo- 
nents. To succeed is going to take a Herculean Labour. ■ 
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Parenting and work 

A father’s place 



Men have long been discouraged from playing an equal role at home. That is at last 
starting to change 



AT A “boot camp” for parents-to-be in 
/xNew York, course leaders guide their 
students through baby maintenance for 
beginners: what goes in, what comes out, 
and how to keep them warm and clean. 
The students have the same questions and 
worries as expectant parents the world 
over. But there is one difference: at this par- 
ticular boot camp, they are all men. 

The City Dads Group, which offers the 
course to new and expectant fathers, was 
founded when Matt Schneider and Lance 
Somerfeld became fathers and discovered 
that society saw their place as firmly out- 
side the home. New York was full of par- 
ents’ support groups, but nearly all were 
aimed at mothers. Parenting classes fo- 
cused on birth and breastfeeding, not 
child-rearing; general-interest groups were 
needlessly gendered, such as a music class 
called “Mommy and Me”. Frustrated, the 
friends set up their own group, which has 
spread to 17 cities in America, helping dads 
who want to get involved from day one. 
“Fatherhood doesn’t start when they join 
the Little League,” says Mr Schneider. 

Around the world, legal and financial 
support for new parents is better than it has 
ever been. According to the International 
Labour Organisation (ilo), 85% of coun- 
tries now provide at least 12 weeks’ mater- 
nity leave. In all but two of the 185 coun- 
tries it surveys mothers are entitled to 
some leave paid for by the state, employers 
or some combination of the two. (The 
hold-outs are Papua New Guinea and 



America, although a few states offer basic 
support.) Though only a third of countries 
meet the ilo’s recommended minimum of 
at least 14 weeks off for new mothers, paid 
at two-thirds their salary and funded pub- 
licly, the picture in the rich world is broadly 
good, and in the poor world improving. 

But how many countries meet the ilo’s 
guidelines on paternity leave? None, be- 
cause no such guidelines exist. Though it 
publishes detailed advice on such matters 
as breastfeeding breaks for female employ- 
ees, the organisation has drawn up no for- 
mal recommendations on fathers’ rights 
and duties. Until recently, national govern- 
ments have been similarly uninterested: 
less than half of countries offer paternity 
leave of any sort. Only around half a dozen 
offer new fathers more than a fortnight. 
Employers, not the state, usually foot the 
bill. In the eyes of most of the world, re- 
sponsibility for bringing up baby still falls 
squarely on the mother. 

It takes two 

That view is slowly changing. Growing ev- 
idence suggests that children benefit from 
seeing more of their dads (see next article). 
But much of the demand for a shift in atti- 
tudes towards parenting has come from 
women, who have started to conclude that 
they are victims as well as beneficiaries of 
generous maternity-leave policies. 

Most countries have found that when 
they offer decent maternity leave, they in- 
crease female employment. If women 
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have no right to take time off, or are entitled 
only to short or poorly paid spells of ab- 
sence, many have little choice but to leave 
the workforce when their baby is born. If 
they can take a few months of paid leave 
before returning to their old job, they are 
more likely to continue working. Ameri- 
can states that introduced a right to family 
leave found that women were 5% more 
likely to go back to work within nine 
months of giving birth. Canadian prov- 
inces experienced a similar effect when 
they began to introduce maternity leave a 
generation ago. A review examining 40 
years of evidence across 30 members of 
the OECD, a club of mainly rich countries, 
found that female employment rises until 
the maternity leave allowance reaches two 
years. Only then does it start to ebb, as 
women decide not to return to work. 

But it turns out that even shorter mater- 
nity breaks have unintended conse- 
quences. Time away from the labour mar- 
ket reduces women’s earning power, as 
their skills degrade and they miss chances 
to gain experience and win promotion. 
Moving into senior management becomes 
particularly hard, partly because of dis- 
crimination by bosses and hiring commit- 
tees, who reject candidates they think may 
be away a lot, and partly because many 
high-level jobs are hard to combine with 
serial leave-taking. In Germany studies 
have found that each year of maternity 
leave a woman takes lowers her earnings 
upon resuming work by 6-20%. In France 
each year of absence is estimated to lower 
earnings by 7-17%. 

The effect is magnified when lengthy 
maternity leave is combined with policies 
to encourage part-time work, which tempt 
more women back into the labour force 
but help keep them in junior positions. 
Francine Blau and Lawrence Kahn of Cor- 
nell University found that in America, 
where miserly maternity policies mean ►► 
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► relatively few women work outside the 
home, those who do are more likely to 
work full-time and twice as likely to hold 
managerial positions as women in other 
rich countries. 

Rather than simply cutting maternity 
leave in response to such findings, a grow- 
ing number of governments are trying to 
spread the child-rearing burden (or joy, de- 
pending on how one looks at it). Last 
month Britain became the latest country to 
combine maternity and paternity leave 
into a single chunk of parental leave, to be 
split between mother and father however 
they see fit. Several European countries, as 
well as Australia and New Zealand, al- 
ready have such a system. The extreme in 
gender-blindness was reached in Swe- 
den’s 1995 Parental Leave Act, which was 
so right-on that it contrived not even to use 
the words “mother” and “father”. 

The problem is that dads tend not to 
take up the offer. In Austria, the Czech Re- 
public and Poland, where all parental 
leave is transferable, only about 3% of dads 
make use of it. Swedish mothers complain 
that their partners always seem to book 
their leave during the elk-hunting season. 
In Britain the government has billed its 
shared-leave reform as a step forward from 
the previous, “Edwardian” system, under 
which mothers got 52 weeks off and dads 
got two. But its own estimate is that only 
2-8% of dads will take more than their exist- 
ing fortnight. The reform will make “barely 
a ripple”, predicts Rebecca Asher, whose 
book, “Shattered: Modern Motherhood 
and the Illusion of Equality”, laments the 
“time machine” of parenthood which tran- 
sports women back to the sexist 1950s. 

One reason for low take-up by fathers is 
financial: even pre-childbirth, women are 
paid less than men, meaning that their sal- 
aries are easier to forgo during a period of 
unpaid or low-paid leave. But cultural pres- 
sures also weigh heavily. A rise in adop- 
tions by gay couples-who in most coun- 
tries are entitled to the same parental leave 
as everyone else-has helped make clear 
that time off is about bringing up the baby, 
not just recovering from childbirth, says Mr 
Schneider. But society still tends to see 
mothers as the main carers, with dads as 
blundering sidekicks. An advert for Hug- 
gies nappies a few years ago showed them 
being put to “the toughest test imaginable: 
dads”, who were portrayed as well-mean- 
ing buffoons. Eathers who ask for more 
than a minimal time must prepare to be 
“trailblazers” in their workplaces, Mr 
Schneider tells the City Dads. 

To overcome these obstacles, some 
countries are giving fathers a firm nudge. In 
a few, including Chile, Italy and Portugal, 
paternity leave is compulsory. Others offer 
incentives that are hard to turn down. Swe- 
den has relaxed its gender-neutral ap- 
proach and now grants a bonus to parents 
who share leave more equally. Swedish 
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dads now account for more than a fifth of 
all parental leave taken, compared with al- 
most none when shared leave was intro- 
duced. Germany introduced a similar sys- 
tem and saw the share of fathers taking 
time off rise from 3% in 2006 to 32% in 2013. 
In Norway, which has ring-fenced leave for 
dads, seven out of ten now take more than 
five weeks off. Poland has switched from 
shared leave to gender-specific quotas; 
Prance gives bonus payments to couples 
that split child care between them. 

Where leave is well-paid and not seen 
as “belonging” to the mother, dads seem 
willing to request it. A little bribery, in the 
form of extra money or time off, acceler- 
ates the take-up. State meddling in what 
has historically been regarded as a natural 
division of labour may irk some. But tradi- 
tional maternity leave, which channels 
men into breadwinning and women into 
child-rearing, is hardly neutral. And shared 
parenting stands to improve women’s ca- 
reers, children’s development and perhaps 
even dads’ life satisfaction. ■ 



Paternity leave and child development 

The dad dividend 



Children whose fathers take even short 
spells of paternity leave do better 

M ost fathers who are not entitled to 
paternity leave look with envy upon 
the dads in other countries who get to 
spend months at home with their child. 
Others may breathe guilty sighs of relief as 
they escape each morning to their peaceful 
offices. But never mind the dads: the in- 
tended beneficiaries of paternity leave are 
the children. What do they get out of it? 

A review by the oecd, a club of mainly 
rich countries, examined longitudinal 
studies of children born around the turn of 
the century in America, Australia, Britain 
and Denmark. Though the four countries 
enjoy similar standards of living, they take 



differing views on the value of having both 
parents around. In Denmark, 99% of the 
dads in the cohort took at least a week off 
when their child was born, and 90% took 
more than two weeks. In America, where 
fathers have no right to paternity leave, a 
quarter took less than a week and two- 
thirds were back at work before their baby 
was a fortnight old. 

Dads were asked whether they helped 
with basic parenting responsibilities, from 
reading stories to brushing teeth. No coun- 
try covered itself in glory: for most of the 
chores, less than half the dads reported 
helping. But after controlling for income 
and education, the researchers found that 
fathers in all countries who had taken time 
off work when their child was born were 
more likely to pitch in than others. Eive out 
of ten who had taken paternity leave 
claimed to change nappies daily, against 
four out of ten of those who hadn’t; they 
were also more likely to feed, dress, bathe 
and play with their child. 

Moreover, the survey showed that 
these habits, formed during the child’s first 
year, seem to stick. By the time the children 
were aged two, dads who had taken leave 
still reported doing more than those who 
hadn’t. And as their children got older they 
branched out from routine drudgery to 
more educational interaction. In Britain 
dads who took time off at birth were al- 
most a third more likely to read books with 
their toddlers than those who hadn’t; in 
America the difference was nearly a half 
Paternity leave is too new in most places 
for longer-term effects to be known. But a 
Norwegian study found that it improved 
performance at secondary school; daugh- 
ters, especially, seemed to flourish if their 
dads had taken time off 

It could be that dads who take paternity 
leave are more dedicated, and therefore 
more willing to change nuclear nappies 
and soldier through the adventures of 
Peppa Pig, independent of how much time 
they take off at birth. The oecd controlled 
for this by using two other measures of pa- 
ternal dedication: attendance at antenatal 
classes and presence during birth. Paterni- 
ty leave was the factor that made the differ- 
ence. Even dads who braved the boredom 
of birthing classes and the drama of the de- 
livery room did not get as involved in 
child-rearing if they failed to take time off 
work following the baby’s birth. 

Because paternity leave tends to be 
short and poorly paid-or non-existent, 
leaving fathers to rely on their annual holi- 
day allowance-the dads who took extend- 
ed time off tended to be a relatively privi- 
leged bunch. Older, rich, married, well 
educated, home-owning, white dads took 
more paternity leave than the rest, accord- 
ing to the British survey. Eor now, the last- 
ing benefits of having dad at home in the 
weeks following birth accrue mainly to the 
children who are already well off. ■ 






Management training 

Keeping it on the company campus 



As more firms have set up their own “corporate universities”, they have become 
less willing to pay for their managers to go to business school 



44 T^ON’T ask the barber if you need a 
-L/ haircut-and don’t ask an academic 
if what he does is relevant.” So wrote Nas- 
sim Nicholas Taleb in his 2007 book, “The 
Black Swan”. The trouble for academics, 
particularly those who teach business, is 
that companies seem to be posing that 
awkward question more and more; and 
then coming up with an even more dis- 
comfiting answer. 

Firms looking to put their managers 
through development programmes are in- 
creasingly creating their own, rather than 
relying on business schools, consulting 
firms and the like. Companies are not only 
spending more of their training budgets in- 
house but are setting up their own “cor- 
porate universities”. 

The idea is not new. General Electric is 
considered to have opened the first cor- 
porate university, in 1956. Perhaps the most 
famous is McDonald’s “Hamburger Uni- 
versity”. Since 1961 around 275,000 people 
have passed through one of its seven cam- 
puses worldwide. However, such in-house 
academies have become a lot more com- 
mon in recent years. A survey by the Bos- 
ton Consulting Group (bcg) found that the 
number of formal corporate universities in 
America doubled between 1997 and 2007, 
to around 2,000. Since then, it reckons, 
they have continued to spread, and now 
more than 4,000 companies around the 
world have them. 



The numbers are vague because the de- 
finition of what qualifies as a corporate 
university is slippery. Unlike conventional 
universities, they tend to focus more on 
practice than theory, and they rarely hand 
out degrees. But they are about more than 
just slapping a grand title on companies’ 
hotch-potch of ad hoc training courses. 
Corporate universities have two distin- 
guishing features: the first is a dedicated fa- 
cility, whether built of bricks or housed on- 
line; the second is a curriculum tailored to 
the company’s overarching strategy. 

This latter trait gives the best clue as to 
why they have become so popular. “The 
world is changing quickly,” says Rainer 
Strack of bcg. “Each firm has specific chal- 
lenges, be it financial crises, the rise of digi- 
tal or artificial intelligence, or increasing 
globalisation.” Having training and devel- 
opment under the auspice of a central, in- 
house facility makes it easier to focus on its 
distinct needs. Business schools, he says, 
can be too standardised. 

Corporate universities can be particu- 
larly useful when a firm is attempting to 
overhaul its culture. Unilever, a consumer- 
goods firm, opened its first campus in Lon- 
don more than half a century ago. In 2013 it 
spent €50m ($6sm) opening another in 
Singapore. When it wanted to change the 
company’s ethos to focus more on “sus- 
tainable” business, its university played a 
central role. Jonathan Donner, an execu- 
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five who oversees it, says that programmes 
espousing the management style the firm 
was after-“purpose-driven leaders who 
can deal with a volatile and ambiguous 
world”, no less-were not available on the 
open market. So it cherry-picked a bunch 
of professors, from business schools such 
as Cambridge and insead, to tailor and 
teach programmes to be delivered on Un- 
ilever’s campus. Apple has gone further, 
poaching Yale business school’s dean, Joel 
Podolny to run its corporate university. 

Unilever’s university focuses mainly 
on its top tranche of management. Other 
companies take a broader approach. One 
such is ArcelorMittal, a steelmaker, which 
has six corporate university campuses, in- 
cluding sites in Ukraine and South Africa. It 
will soon open three more, two of them in 
Kazakhstan and Brazil. In 2012 more than 
27,000 employees spent around 200,000 
hours in its classes. Such a geographic 
spread is important. Since only around 15% 
of the firm’s employees have English as a 
first language, says Christian Standaert, the 
head of ArcelorMittal University, the firm 
needs to provide lots of training in local 
tongues. This helps it develop managers lo- 
cally, rather than having to send in expatri- 
ates to run its operations. 

Lecture theatre, or echo chamber? 

Although there are many good reasons for 
firms to invest in corporate universities, 
they have their limitations. One is the dan- 
ger of building an echo chamber. Manag- 
ers who go to a university business school 
are exposed to ideas from peers in other 
companies, notes Sim Sitkin of Duke Uni- 
versity. And students can safely ask awk- 
ward questions without the risk of this af- 
fecting their careers. 

Even more troubling is that, for all the 
millions spent on them, it seems all but im- ►► 
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The Economist's Executive MBA ranking, 2015 

Rank* Programme 


Country 


Average salary 
a year after 
graduating, $ 


Average increase 
on pre-EMBA 
salary, % 


1 (2) 


IE 


Spain 


259,838 


78 


2 (4) 


Oxford (Said) 


Britain 


250,075 


45 


3 (8) 


Northwestern (KeUogg) 


US 


207,324 


38 


4 (3) 


UCLA/Nat Univ Singaporet 


US/Singapore 


120,673 


22 




Northwestern (KeUogg)/York (SchuLich)t 


us/Canada 


"'"226’,'i08 ' 


""39 


6 (7) 


Northwestern (KeUogg)/WHU Otto Beisheimt 


us/Germany 


222,861 


51 


1 (-) 


Thunderbird 


US 


196,523 


29 


8 (-) 


ESMT 


Germany 


153,060 


31 


9 (9) 


Chicago (Booth) 


US 


219,330 


44 


10 ( -9 


. . 


US 


200,200 


^ 46^_^ 




11 '(6) 


Northwestern (KeLLogg)/Hong Kong USTt 


us/Hong Kong 


"'"”^87,089"^'* 




12 (21) 


Texas Christian (Neeley) 


US 


230,308 


59 "””'" 




Southern Methodist (Cox) 


US 


200,851 


44 


14 (22) 


Georgia (Terry) 


'us 


' 13'8^'i525 


30 


15 (19) 


Columbia 


US 


172,634 


39 



Source: The Economist *2013 rank in brackets tjoint programme 

Online: Full coverage of our Latest ranking is avaiLabLe at Economist.com/whichmba 



► possible to measure the effect a corporate 
university has on the bottom line. Too of- 
ten, companies do little more than ask 
those completing a course to fill out a sur- 
vey on how useful they felt it was. A few 
try to track employees’ effectiveness for 
perhaps two years after attending a pro- 
gramme. Corporate universities usually 
come under the auspices of firms’ human- 
resources departments, which are usually 
not geared up to do a more rigorous analy- 
sis of what they achieve. 

Privately, some firms confide another 
benefit of shifting management develop- 
ment in-house. Companies have been 
known to use the offer of education at a 
prestigious business school, whether an 
“Executive mba” (emba) degree or a shor- 
ter leadership course, as a way to keep their 
rising stars happy. Even if the business 
need was not always apparent, splashing 
out on an emba from an Ivy League school 
made such managers feel treasured and, it 
was hoped, loyal. Unfortunately, it often 
had the opposite effect, providing a firm’s 
brightest and best with a highly market- 
able qualification that made them more 
prone to being poached by rivals. Certifi- 
cates from corporate universities, being 
more focused on the sponsoring firm’s 
needs, are less attractive to competitors. 

Many firms have now stopped paying 
to send managers to external business 
schools altogether. After the financial crisis 
a lot of companies concluded that they 
were an extravagance. As better times re- 
turned, few have reverted to their old 
ways. A long-running survey of emba stu- 
dents by The Economist suggests that the 
number who have their tuition fees paid 
for by their employers has fallen precipi- 
tously. In 2005, 69% of students were spon- 
sored; this year 39% were. 

Yet the overall demand for embas does 
not seem to have fallen, according to 
Michael Desiderio of the Executive mba 
Council. That is because despite steep 



tuition fees, many managers think it is 
worth paying for themselves. They may be 
right. Students on the emba programme of- 
fered by IE in Spain, which has come top in 
our latest ranking of such programmes (see 
table), enter the course earning an average 
of around $144,000. A year after they grad- 
uate, this has risen to $260,000, more than 
covering the $81,000 cost of the pro- 
gramme. Some 82% say they were promot- 
ed soon after graduation. Of course, they 
may have been destined for higher things 
regardless of their sojourn in academia, 
but most who took our survey believe that 
their embas played a part in their rise. Eor 
those managers willing to pay, there now 
seem to be two types of business educa- 
tion: the one they want, and the one their 
firm wants to give them. ■ 



The oil industry 

After OPEC 



American shale firms are now the oil 
market’s swing producers 

B ig companies making big bets on big 
oilfields, while a cartel of oil-producing 
states fixed the price to keep itself rich and 
others, including the oil majors, profitable. 
That, in caricature, was how the oil indus- 
try once ran. 

That model now seems broken. On 
May 13th the International Energy Agency, 
representing the main oil-consuming 
countries, said a global oil glut was build- 
ing, as Saudi Arabia pumped oil frantically 
in a continuing battle for market share with 
American shale-oil producers. The shale 
firms have proved a lot more resilient, and 
a lot more productive, than the Saudis and 
other members of opec, the producers’ 



cartel, had expected. Last November, with 
prices already slipping, opec’s members 
stopped trying to agree production quotas 
among themselves, sending crude tum- 
bling further. Their hope was that this 
would force rival producers, especially in 
the American shale beds, to slash invest- 
ment. As supply tightened drastically, the 
oil price would rebound. 

This has not happened. Prices have 
staged only a partial recovery: West Texas 
Intermediate (wti), one of the main 
benchmark prices for crude, was just 
above $100 a year ago and hit a low of 
around $44 in March; it had recovered to 
just $60 by the middle of this week. If the 
glut persists, the price is likely to slip back. 

As OPEC oil ministers prepare for a meet- 
ing in Vienna next month, a draft paper 
leaked to the Wall Street Journal said that 
even in its most optimistic scenario, the 
price will not exceed $76 a barrel until after 
2025. It also considered a scenario in which 
it fell below $40. opec denied that the 
draft existed, but the conclusions ring true: 
the chances of a return to triple-digit crude 
prices look slim. 

The big oil multinationals, such as bp. 
Chevron, ExxonMobil, Shell and Total, 
have responded to the weaker oil price by 
cost-cutting, and postponing and cancel- 
ling some of their exploration projects (al- 
though Shell this week got a provisional 
go-ahead to restart a $6 billion project in 
the Arctic, troubled by delays and acci- 
dents). However, the output of the shale 
firms has proved surprisingly robust, even 
though they have cut their number of rigs 
significantly since the peak last October 
(see chart, next page). 

One reason for this is canny hedging by 
some shale producers, which means they 
are in effect getting paid above the current 
market price. But many unhedged produc- 
ers have also continued to pump oil, since 
the market price is still above the marginal 
cost of producing another barrel, even if it 
doesn’t cover the upfront costs of drilling 
the well. Most important of all, their pro- 
ductivity has continued to improve in 
leaps and bounds. Wells that used to take 
35 days to complete now take 17, says Dan- 
iel Yergin of ihs, a research firm. The 
amount of oil produced per dollar invested 
will rise by 65% this year, he says. Better 
seismic data, improvements to the fracking 
liquids pumped into wells and more inten- 
sive deployment of rigs are all helping. 

In all, IHS reckons that 80% of the new 
capacity this year will be profitable with 
WTI at $50-$69 a barrel. As its price has 
edged above $60 in recent days, some 
shale companies have begun to talk about 
increasing output again. The size of the 
“fracklog”, the pipeline of ready-to-roll 
projects awaiting better prices, is con- 
tested. But the principle is clear: American 
shale firms have become the new “swing 
producer” of the global oil market. ►► 
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► Its main influence used to be opec, and 
particularly the Saudis, switching the taps 
on and off to try to rig the price. Now the 
market is increasingly led by the American 
frackers, ramping their drilling up and 
down in response to global prices. Petro- 
matrix, a consulting firm, has coined the 
phrase “shale band” for the price range be- 
tween $45 and $65: below that range, 
American production falls sharply; above 
it, it surges. If so, there should be a tenden- 
cy for prices to stay within that range. 

The greater the proportion of the 
world’s oil supply that comes from frack- 
ing, the stronger this effect will be. The 
American government’s Energy Informa- 
tion Administration has in the past three 
years raised its forecast of American oil 
output in 2020 by 3.1m barrels per day to 
io.6m-the equivalent of adding another 
producer the size of Iraq. There is scope to 
reduce production costs further through 
the consolidation of what is still a frag- 
mented fracking business. This week, in 
the first big deal of its kind since the oil- 
price drop. Noble Energy said it would buy 
Rosetta Resources, a smaller and indebted 
rival, for $2 billion, paid in shares. More 
such deals are likely. Paul Stevens of Chat- 
ham House, a think-tank in London, ex- 
pects a “flurry of mini-mergers”. 

As American production continues to 
rise, pressure will grow on the government 
to ease its restrictions on exports of crude. 
In the meantime America’s imports are 
diving-they fell below those of China last 
month. Other countries, from Russia to Ar- 
gentina, have promising shale beds. Al- 
though they lack America’s expertise, fi- 
nance and legal system, they may 
eventually begin to produce oil from them 
in significant quantities. 

All this leaves the Western oil majors in 
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Plenty of oil, much scope for cost-cutting 

an uncomfortable place. They are used to 
overseeing huge, high-risk, long-term pro- 
jects, and have not shaken the habit of in- 
dulging in costly bespoke solutions which 
delight their engineers but give their ac- 
countants nightmares. Mr Yergin of ihs 
notes that there are 328 standards within 
the industry just for valves. Contrast this 
with the shale firms, whose wells are 
small, cheap and drilled quickly using 
standardised, interchangeable parts. The 
current weakness in prices will eventually 
force the oil majors to strain themselves to 
find cheaper and more flexible ways of 
working, however. Oswald Clint of San- 
ford C. Bernstein, another research outfit, 
thinks that the majors have scope to cut 
perhaps tens of dollars a barrel from their 
breakeven prices. 

Unless some large-scale conflict erupts 
that takes out some of the world’s biggest 
oilfields, the oil industry may be heading 
for a new normal in which the price of 
crude oscillates in the mid-double digits. 
The one thing that might make it break out 
of this range and head back above $100 is a 
surge in demand. However, economic 
growth and energy consumption have de- 
coupled in the rich world; and it is an open 
question if emerging economies will be as 
wasteful of energy in coming decades as 
the established ones were in the past cen- 
tury. Evermore affordable renewable-ener- 
gy sources, and cheap gas, are proving in- 
creasingly attractive alternatives to many 
users of oil products. 

Paul Sankey of Wolfe Research, a New 
York-based outfit, believes that under- 
investment resulting from the recent sharp 
dip in crude may lead to one last spike in 
the oil price; but after that, he reckons, the 
“oil age is over”. Even if that proves an ex- 
aggeration, a return of opec’s dominance 
seems a distant prospect. ■ 




Japan and corporate governance 

At the sharp end 



TOKYO 

The troubles of two big firms show how 
far corporate reform still has to go 

E uphoria has recently broken out over 
a supposed new dawn of better cor- 
porate governance and higher profits for 
Japanese industry. But bad news this week 
from Sharp, a firm once a symbol of the 
country’s economic clout, and Toshiba, an- 
other engineering giant, were reminders of 
how incomplete the transformation is. 

On May 14th Sharp announced its sec- 
ond restructuring and bail-out plan in 
three years. The chronically indebted and 
lossmaking firm said it would make an ac- 
counting adjustment that will almost en- 
tirely eliminate its shareholders’ capital of 
roughly ¥120 billion ($1 billion), wiping 
clean a slate of accumulated losses on its 
balance-sheet. The drastic move was pre- 
sumably at the behest of two Japanese 
banks, Mizuho Einancial Group and Mit- 
subishi UFj Einancial Group, that are keep- 
ing Sharp afloat. They will invest a further 
¥200 billion into Sharp through a debt-for- 
equity swap. The firm will cut its global 
headcount of 50,000 by a tenth, including 
3,500 job cuts in Japan, through voluntary 
retirement. However, Sharp is refusing to 
sell any of its struggling businesses. 

Only five years ago. Sharp had strong 
competitive positions in television, lcd 
panels, solar panels and, in Japan, mobile 
phones. Now, aside from a smallish home- 
appliances division, it lacks any sustaina- 
bly profitable products on which to base a 
turnaround, and its sales in China, once a 
source of hope, are faltering, says Atul 
Goyal of Jefferies, a stockbroker. Unlike 
some competitors, such as Sony and Pana- 
sonic, Sharp shows little inclination to exit 
entire businesses. 

Across Japan, banks keep legions of 
zombie firms on life support. Eor Sharp’s 
lenders, the sheer scale of its debt means ►► 
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► they cannot allow a bankruptcy without 
crippling their own profits. Yet the market 
judges its eventual default to be so likely 
that the cost of insuring against it by means 
of a credit-default swap is now among the 
highest in the world. 

Nicholas Benes, head of the Board Di- 
rector Training Institute of Japan, says 
Sharp’s case also raises the question of 
why the government never encouraged 



stronger foreign firms, such as Samsung of 
South Korea, to bid while parts of the busi- 
ness still had value. In 2012 Hon Hai of Tai- 
wan agreed to buy a slice of Sharp, but the 
deal later fell apart when the Japanese 
firm’s share price collapsed. 

As for Toshiba, the news that it would 
withdraw its earnings forecast and cancel 
its dividend due to accounting problems in 
its infrastructure division (which makes 



News companies and Facebook 

Friends with benefits? 



SAN FRANCISCO 

Facebook and several news firms have entered an uneasy partnership 



( ( TNSTANT ARTICLES” is a new service 
X announced by Facebook on May 
12th, in partnership with nine news firms, 
including the New York Times, the Guard- 
ian and National Geographic. Facebook 
users will be able to read stories from 
these publishers without leaving the 
social network, since it will host the 
articles rather than just providing web- 
links that send readers off to the news 
firms’ websites. In return, newspapers 
will be able to sell advertising that ap- 
pears next to their stories and keep all the 
revenue, or let Facebook sell the ad space, 
and give it a 30% cut. 

The nascent partnership highlights 
Facebook’s growing clout in the news 
business. Newspapers have become 
dependent on it to send readers to them, 
and tweaks to Facebook’s algorithm can 
dramatically change websites’ traffic. The 
New York Times gets around 15% of its 
traffic from Facebook; some news sites 
get over half News firms have already 
cultivated legions of Facebook fans (see 
chart). Through the partnership publish- 
ers can reach new audiences, while 
Facebook will keep users from straying, 
and serve up more ads. 

The friendship is not without its com- 
plications. With 1.4 billion users. Face- 
book has grown into a Goliath, control- 
ling around 9% of all online advertising 
globally. Newspapers risk giving Face- 
book even more power by conditioning 
young Facebook users to think that they 
can get everything they need in one stop, 
and undermining their own websites as 
destinations. In the past, firms that have 
hitched their business to Facebook have 
been bruised. For example, Zynga, an 
online gaming company, excelled until 
Facebook changed how often its users 
were shown alerts from their friends 
boasting of their game scores. 

Recently, news firms have tried to take 
a more analytical approach to their on- 
line businesses. Some are hiring teams of 
data-crunchers, and using traffic-analysis 
firms such as ChartBeat to help them see 



in real time where readers come from. 
However, the risk is that they pay too 
much attention to the number of visitors 
driven through social media and not 
enough to the time people spend engag- 
ing on their websites, says Gordon Cro- 
vitz, a media entrepreneur. 

Other firms will follow in Facebook’s 
wake. “There is suddenly a lot of compe- 
tition among the social networks to host 
premium content,” says Edward Roussel, 
chief innovation officer at Dow Jones, a 
media company. Earlier this year Snap- 
chat, a messaging service, started offering 
articles from a select group of news firms 
to its users. Paul Zwillenberg of the Bos- 
ton Consulting Group predicts that some 
social networks, including Facebook, will 
ultimately pay publishers to host content. 

This will make news firms less vulner- 
able to the whims of any one social 
network’s algorithms. However, the 
gravest risk to publishers is that social 
networks continue to transform them- 
selves into a form of modern-day news- 
paper, curating content, engaging users 
and selling their attention to advertisers. 

I Facebook is our friend 
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rail equipment and electrical-transmission 
gear, among other things) at one point 
knocked 17% off its share price. The firm 
will now undertake its second inquiry into 
its accounting practices in two years. 

Toshiba has no fewer than four outside 
board directors to scrutinise managers. But 
the irregularities suggest there may still be 
problems with its overall corporate culture 
and governance, admits someone close to 
its board. Although it sold its mobile- 
phone operations in 2010, Toshiba’s hide- 
bound top managers have avoided exiting 
its unprofitable television and personal- 
computer businesses to rein in the con- 
glomerate’s sprawl. In all, it has been a 
dispiriting week for Japan’s growing band 
of corporate-governance bulls. ■ 



Germany's corporate lobby 

Turning American 



BERLIN 

As corporate lobbying booms, stronger 
regulation is needed 

G ERMANS’ reputation as early risers ex- 
tends even to their lobbying. One col- 
ourful Berlin lobbyist told a television pro- 
gramme why he likes talking to members 
of the Bundestag over a good breakfast: 
they have had a night’s sleep, they are 
ready to listen-and their refrigerators are 
empty after travelling from their home dis- 
tricts back to Berlin. 

A new book, “Die Lobby-Republik” by 
Hans-Martin Tillack, an investigative jour- 
nalist, sounds an alarm about such activi- 
ties. Just a few big firms and interest groups 
had offices in the pre-unification capital, 
Bonn. But Berlin, to which the government 
moved in 1999, is becoming infested with 
lobbyists. An estimated 5,000-6,000 of 
them now work in the city, compared with 
the 12,000 in Washington, dc, the trade’s 
romping-ground. Parliamentwatch, a Ger- 
man pressure group, reported recently that 
hundreds of lobbyists have passes to enter 
the Bundestag, approval of which requires 
the support of a parliamentary party. 

Until recently most lobbying was con- 
ducted by cautious, conservative industry 
associations. Numbering over 2,000, these 
range from the mighty Federation of Ger- 
man Industry (bdi) to the Association for 
Zoos. But brash new players are j oining the 
game. Many lawyers, from specialist Ger- 
man firms and big international ones like 
White 8? Case and WilmerHale, double as 
lobbyists. International public-relations 
firms are also expanding their lobbying 
business in Germany: Burson-Marsteller, 
one of these, has near-doubled its staff to 
25 in the past five years. And companies, 
foreign and domestic, are expanding their ►► 
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I How clean, how open? 
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► in-house lobby shops. Big firms such as 
Google and ExxonMobil have opened of- 
fices on Unter den Linden and other streets 
near the Bundestag, creating a local ver- 
sion of Washington’s ic Street. 

Transparency International (ti), anoth- 
er watchdog, is worried. In a recent report 
on the regulation of lobbying in Europe, it 
ranked Germany low, alongside Bulgaria 
and Portugal, ti says Germany, like other 
weak regulators, should bring in an obliga- 
tory register of lobbyists, a clear code of 
conduct, and a “cooling-off” period for 
public servants who move to the private 
sector. (Roland Pofalla, the head of Angela 
Merkel’s cabinet office, raised eyebrows by 
announcing, as he left last year, that he 
would soon join Deutsche Bahn, a rail op- 
erator-and he is hardly alone.) 

But is influence really easily bought in 
Berlin? Business lobbies point ruefully to 
the current government, a grand coalition 
of left and right. It has introduced a mini- 
mum wage, quotas for women on compa- 
nies’ supervisory boards and pension 
rights for many workers at age 63. Protests 
by the bdi and the Eederation of German 
Employers fell on deaf ears. Property de- 
velopers’ lobbyists failed to stop a law lim- 
iting rent rises, which goes into effect this 
summer. Germany continues both its exit 
from nuclear power and its heavy subsi- 
dies for renewables, despite the objections 
of the power utilities. 

German voters have been strict with 
politicians they feel are too close to cor- 
porate lobbyists. Under the previous gov- 
ernment, a coalition between Ms Merkel’s 
Christian Democrats and the more busi- 
ness-friendly Eree Democratic Party, a 
hoteliers’ lobby pressed for cutting the val- 
ue-added tax on hotel stays, around the 
same time as a firm with ties to Moven- 
pick, a hotel chain, made a big donation to 
the FDP. The tax was soon cut. Though the 
FDP and the hotelier denied any quid pro 
quo, the story began a slide in the polls that 
ended with the fdp’s ejection from parlia- 
ment in the September 2013 election. 

Lobbying is not in itself corrupt, of 
course, ti notes that it is itself a lobby 
group, and expressing policy preferences is 
part of democracy. According to another 



Business In Brazil 

Courting the state 

SAO PAULO 

The upside of professional lobbying 

T here is nothing unusual about a 
retired president jetting around the 
world drumming up work for his coun- 
try’s businesses. But amid the various 
corruption scandals surrounding Brazil’s 
governing Workers’ Party, prosecutors 
have decided to look into the trips that 
Luiz Inacio Lula da Silva has taken since 
leaving office in 2011. Lula has visited 
places like the Dominican Republic and 
Ghana, where chums of his are still in 
power, allegedly to persuade them to 
sign contracts with Odebrecht, Brazil’s 
biggest engineering conglomerate. 

Eor now, the prosecutors are merely 
pondering whether there is a case for 
investigating Lula formally for alleged 
influence-peddling, given his continued 
close links to power. He and Odebrecht 
deny any untoward dealings: both say 
that the firm simply offered Lula hospital- 
ity in foreign talking-shops that it spon- 
sored. But the prosecutors’ move reflects 
broader worries about the cosy links 
between Brazilian business and politics. 
The country’s commercial and political 
elites have long been j oined at the hip. 
Bosses and officials attended the same 
schools and frequent the same parties. 

Enter the unlikeliest of heroes: the 
corporate lobbyist. A growing “govern- 
ment relations” industry is trying “to 
replace personal relationships with 
institutional ones”, says Caio Rodrigues, 
head of abrig, the lobbyists’ lobby. 
ABRiG has gone from 12 members in 
2008 to 145. Most big companies now 
have in-house government-relations 
departments; law firms are increasingly 
offering advice in this area; and specialist 
university courses are springing up. 



recent ti survey, businesspeople regard 
Germany as one of the cleanest countries 
in the world (see chart). 

In the last truly big political scandal, 
Helmut Kohl, Germany’s chancellor from 
1982 to 1998, ended his career in disgrace 
over undisclosed donations received by 
his party. (Mr Kohl insists he did nothing 
wrong aside from a failure to disclose.) But 
the sum in question, perhaps 2.1m 
Deutschmarks (about $i.3m at the time), 
pales in comparison to the big cheques 
that lobbies routinely give to American 
politicians: the main presidential candi- 
dates are each expected to raise about $1.5 
billion for the 2016 campaign. 

Clear rules would nonetheless help en- 
sure that Germany stays relatively clean as 
lobbying becomes more pervasive. The 



Keen interest in its new mba in institu- 
tional relations prompted Eundagao 
Getulio Vargas, a business school, to offer 
45 places at its Brasilia campus, instead of 
the 40 it first planned, abrig reckons 
Brazil now has around 2,000 govern- 
ment-relations professionals. Their ranks 
have swelled since the global financial 
crisis, when first Lula and then his prote- 
gee and successor, Dilma Rousseff, start- 
ed meddling more in the private sector. 

Brazilian lobbyists still lack a set of 
clear rules to follow. Some aspects of the 
job are governed by laws against cor- 
porate bribery, conflicts of interest and 
the like. But abrig is pushing for reforms, 
modelled on Canada’s, that would re- 
quire lobbyists to join a register and to 
report whom they met, in whose name, 
and why. “Eormality is an antiseptic,” 
says Mr Rodrigues. No doubt, as in other 
countries, furtive lobbying would contin- 
ue to take place outside the formal sys- 
tem, but at least it would provide a legiti- 
mate, regulated route for businesses to 
make their case to government. 

Whether government is willing to 
listen is another question. Many in Ms 
Rousseff ’s inner circle wouldn’t touch a 
lobbyist with a bargepole. So govern- 
ment-relations firms continue to tread 
carefully. Patri, one of the biggest, says it 
arranges to put businessmen in the same 
room as decision-makers, but does not 
represent them directly. Arko Advice 
offers its clients in-depth analyses of 
congressmen’s votes but says it does not 
try to influence those votes. Even so, in a 
country where 40% of gdp passes 
through the state, lobbying will always go 
on. Better the professional variety. 

BDI is sceptical about compulsory registers 
and cooling-off periods, saying that new 
laws could be a bureaucratic mess, and 
that politicians and officials moving in and 
out of other walks of life is a good thing. 

That is short-sighted, not least because 
rules would also constrain environmental, 
labour and consumer lobbies that often 
line up against business. These groups, too, 
are becoming more organised: an Ameri- 
can working in Erankfurt for a foreign pr 
firm says union officials now appear at ne- 
gotiations with research commissioned 
from McKinsey or the Boston Consulting 
Group, to support their case. Making all 
groups that seek to influence politicians 
disclose how they get funded and how 
they spend their money is the best way for 
Germany to keep its clean reputation. ■ 
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Schumpeter | How to join the 1% 



A book on the persistence of elites is an unexpected guide to getting a good job 




M anagement consultants, investment banks and big law 
firms are the Holy Trinity of white-collar careers. They re- 
cruit up to a third of the graduates of the world’s best universities. 
They offer starting salaries in excess of $100,000 and a chance of 
making many multiples of that. They also provide a ladder to 
even better things. McKinsey says more than 440 of its alumni 
run businesses with annual revenues of at least $1 billion. The top 
ranks of governments and central banks are sprinkled with Gold- 
man Sachs veterans. Technology firms, though they are catching 
up fast, have nothing like the same grip on the global elite. 

Which raises a pressing question: how do you maximise your 
chances of joining such elite professional-services firms? Lauren 
Rivera of Northwestern University’s Kellogg School of Manage- 
ment has spent a decade studying how these firms recruit. The re- 
sult, “Pedigree: How Elite Students Get Elite Jobs”, is an academic 
book with the requisite references to gender theory and Marxist 
concepts of inequality. But read it carefully and it becomes some- 
thing far more useful-a guide on how to j oin the global elite. 

The bad news is that by far the best way to get into the tiny 
group of elite firms is to be studying at the tiny group of elite uni- 
versities-Ivy League colleges in America (where Ms Rivera did 
her fieldwork) or Oxford and Cambridge in England. The firms 
spend millions of dollars love-bombing these institutions with 
recruiting events: students can spend the recruitment season 
wining and dining at their expense. However, as Ms Rivera notes, 
firms reject the vast majority of elite students they interview: so 
even the most pedigreed need to learn how to game the system. 

The most important tip is to look at who is doing the recruit- 
ing. Whether in consulting, investment banking or the law, firms 
use revenue-generating staff rather than human-resources peo- 
ple to decide who has the right stuff. The interviewers are trying 
to juggle their day jobs with their recruiting duties: they seldom 
spend more than a minute or so reviewing each application form. 
In the interview room they behave predictably: they follow a set 
script, starting with some ice-breaking chit-chat, then asking you 
about yourself, then setting a work-related problem. That makes 
them desperate for relief from the tedium. Be vivacious. Hang on 
their every word. And flatter their self-image as “the best of the 
best” and the most jet-lagged of the jet-lagged. 



The most important quality recruiters are looking for is “fit”: 
for all their supposedly rigorous testing of candidates, they 
would sooner choose an easy-going person with a second-class 
mind than a Mark Zuckerberg-type genius who rubs people up 
the wrong way. Staff in professional-services firms spend most of 
their time dealing with clients; so looking the part is essential. 
They also expect their employees to spend extraordinary 
amounts of time together-learning the ropes in boot camps, 
working late in the office, having constant work dinners, getting 
stuck together in airports in godforsaken places. Recruiters re- 
peatedly told Ms Rivera that they looked for people who could be 
their friends as well as their colleagues. One compared hiring to 
“picking a team on the playground growing up”; another de- 
scribed his firm as “a fraternity of smart people”. 

It is easier to give the impression you will fit in if you have 
swotted up on the firm in question. Speak to any friend-of-a- 
friend you can find on the inside, to learn about its internal cul- 
ture and its inside gossip. One candidate in Ms Rivera’s sample 
passed the interview by adopting the persona of a successful con- 
sultant that he knew at that firm. Even if you do not go that far, 
you must at all costs avoid appearing nerdy or eccentric: there are 
plenty of jobs with tech companies for those types. The old-fash- 
ioned belief still prevails that playing team sports, especially 
posh ones like rowing, makes for a rounded character. 

The final key to success is to turn your interviewer into a 
champion: someone who is willing to go to bat for you when the 
hiring committee meets to whittle down the list. Emphasise any 
similarities that you can find between the two of you. If the inter- 
viewer sees a little bit of himself in you, a phenomenon known 
as “looking-glass merit”, he will regard any attempt to eliminate 
your name as a personal slight. 

Minority margaritas 

As for those who have not got into the elite universities, all hope 
of joining the bulge bracket of professional-services firms is not 
lost. As Ms Rivera’s book demonstrates, even the most tenuous 
connection with insiders can be of help. If you belong to an 
underrepresented group and meet a recruiter over cocktails at a 
“diversity event”, exploit the connection ruthlessly. 

Ms Rivera notes that coming from an underprivileged back- 
ground can actually be a plus, if sold well. Recruiters love to hear 
stories about gritty candidates triumphing against the odds. She 
also notes that there are organisations that can help non-elite can- 
didates to sell themselves. Sponsors for Educational Opportuni- 
ty, an American outfit, has an excellent record of pre-selecting eth- 
nic-minority youngsters and getting them internships that can 
lead on to full-time jobs. America’s armed forces play a similar 
role of giving a career leg-up to the disadvantaged. “I’ve spent two 
years in a job where any minute might be my last,” one military 
candidate told an interviewer coolly. “Yes, I think I can handle 
high-pressure situations.” But don’t harp on about the odds being 
still stacked against you, or reveal that you have a sick mother or a 
demanding child, or you kill the Horatio Alger buzz. 

This overwhelming emphasis on style rather than substance 
may seem an odd way to select members of the 1%. But those at 
the top of the consulting, investment-banking and legal profes- 
sions know that the most prized possession in uncertain times is 
not brainpower, but self-confidence. Eor all the talk of the world 
becoming dominated by a “cognitive elite”, in reality it appears it 
is nothing more than a “confidence elite”. ■ 
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the dotcom bubble. 

Conversely, once startups have found a 
big market, they now need much more 
money to grow. Hiring top developers, ac- 
quiring customers and opening offices 
abroad can gobble up hundreds of mil- 
lions. All this typically has to happen fast, 
since many startups operate in winner- 
take-all markets. Increasing startups’ needs 
for private capital even further, few strive 
to list themselves on a stockmarket as soon 
as possible, put off by the tangles of red 
tape associated with such a move. 

At the same time, the low returns on 
many other investments have driven more 
money towards startups. In America alone 
VC funds raised more than $30 billion in 
2014-nearly twice as much as the previous 
year, according to the National Venture 
Capital Association. They are now manag- 
ing investments of $157 billion. But rival 
forms of finance for new firms are also 
growing fast. For instance, America now 
boasts more than 300,000 “angels”, rich 
individuals who put money directly into 
fledgling companies, according to the Cen- 
tre for Venture Research. 

The “seed stage”, when a startup raises 
its first money, is especially vulnerable to 
disruption. Most ventures are experiments 
with an uncertain outcome; investing is of- 
ten a case of “spray and pray”. Many start- 
ups are now launched on crowdfunding 
sites, where they can raise equity or mon- 
ey for pre-sold products. Firms can also so- 
licit funds on AngelList, a social network of 
sorts for both founders and angels. Mean- 
while, “accelerators” such as y Combina- 
tor and Techstars invest small sums in en- 
trepreneurs with bright ideas, polishing 
their offering over a few months before 
serving them up to vcs. 

Another set of newcomers in the seed 
stage are vc firms that limit the size and ►► 



Venture capital 

Disrupters disrupted 



SAN FRANCISCO 

An industry that specialises in spotting potential insurgents faces some of its own 



P ARTYING like it’si999 might be unwise, 
but venture capitalists have reason to 
open a few bottles of Dom Perignon. In the 
first three months of the year American vc 
funds invested $13.4 billion, continuing 
their best run since early 2000, before the 
dotcom bubble burst (see chart). The 
comeback has fuelled an already heated 
debate about whether the technology sec- 
tor is foaming again. It has also attracted 
competition from a host of alternative 
forms of financing. Could vc, which has 
fostered so many disruptive companies, it- 
self be disrupted? 

The vc industry has not changed much 
since it emerged in America in the late 
1950s. Most vc partnerships are as low- 
tech as it gets. They are best understood as 
brotherhoods (only 6% of partners are fe- 
male) that invest money in high-risk ven- 
tures. Ideally, their cash comes with two 
even scarcer resources: advice in the form 
of experienced board members and access 
to vc firms’ connections. “It’s an industry 
based on personal relationships,” explains 
Reid Hoffman of Greylock Partners, one of 
its stalwarts. “I can’t ask somebody else to 
make an important recruitment call,” says 
Peter Fenton of Benchmark Capital, anoth- 
er top Silicon Valley firm. 

As a result, the sector lacks something 
that venture capitalists consider essential 
for most technology startups: it is not “scal- 
able”-that is, able to grow rapidly. Adding 



partners to a vc firm tends to reduce re- 
turns. “The more people you put around 
the table, the more risk-averse you get,” 
says Andy Rachleff of Stanford’s Graduate 
School of Business, who co-founded 
Benchmark Capital. 

The process of starting and building a 
business, however, is evolving fast. Thanks 
to cloud computing and smartphones, 
among other things, it has become much 
cheaper and easier to get going. This has 
led to an explosion of young firms seeking, 
at least initially, sums not worth a vc’s at- 
tention: first financing rounds in the tens of 
thousands of dollars are common, as op- 
posed to the millions that prevailed during 

I Another adventure 
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► number of their investments to allow 
them to focus on helping their wards. 
These range from “micro funds”, with as- 
sets of less than $ioom, to somewhat big- 
ger ones, such as First Round Capital in 
Philadelphia, Union Square Ventures in 
New York and Mosaic Ventures in London. 

The other end of the financing spec- 
trum, the “late stage”, in which companies 
need cash more than advice, also has lots 
of new entrants. Big institutional investors 
are now providing startups with much of 
their capital. When Zenefits, which offers 
web-based payroll services, recently 
raised $500m, the financing round was led 



by Fidelity, a big asset manager, and tpg, a 
big private-equity firm. Such deals are es- 
sentially “private ipos”. For tech firms, 
these now outnumber public ones, accord- 
ing to CB Insights, a financial-data service. 

This model was pioneered by dst Glo- 
bal, a Russian fund, which invested more 
than $500m in Facebook starting in 2009, 
allowing the social network to postpone 
its listing. Though welcomed back then, 
such private ipos are increasingly seen as 
feeding what Bill Gurley of Benchmark 
calls a “risk bubble”. Late-stage investors, 
he recently wrote, have “essentially aban- 
doned their traditional risk analysis” to get 
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a stake in a “unicorn”-a no-longer-so-rare 
startup valued at more than $1 billion (the 
latest census revealed more than 100 of 
these magical creatures around the world). 

Given the competition from below and 
above, many venture firms are concentrat- 
ing on filling the gap between the early and 
late stages. But even in this area, the pres- 
sure is mounting, thanks to the technologi- 
cal forces venture capital has helped to un- 
leash, argues Fred Destin of the European 
arm of Accel, another Silicon Valley firm. 

Online media, from CrunchBase to 
Twitter, allow entrepreneurs to see which 
VC firms and partners have done which ►► 
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^on’t write off write-offs 



Bad news often reflects past overoptimism 

W HEN big companies announce ■ 
write-offs, they tend not to do things I 
by halves. Back in 2008 aig, an insurance 
group rescued by the American govern- 
ment, reported an annual loss of $99 bil- 
lion, with almost $62 billion of that occur- 
ring in a single quarter. In 2001 jds 
Uniphase, an optical-equipment maker, 
chalked up a deficit of $56 billion. 

Such losses are so big they can seem al- 
most unreal. That can serve a dual pur- 
pose. First, the deficit can be dismissed as 
the product of “mere accounting”, the re- 
sult of pedantic number-crunching. As- 
sets have been written down in value, but 
that is not the same as a cash loss. Second, 
when new managers are appointed, a 
huge loss can be blamed on the previous 
regime. All the bad news can be revealed 
at once, a phenomenon known as “kitch- 
en-sinking”. From that point on, the only 
direction for profits must be up. 

Analysts tend to be very supportive of 
such arguments. They typically dismiss 
big write-offs, even when they failed to 
forecast them. They argue that it makes 
more sense to focus on operating profits, 
which reflect the health of the underlying 
business. These, it is said, are a better 
guide to the future direction of the firm. 

The same arguments crop up at the ag- 
gregate level. Robert Shiller of Yale aver- 
ages profits over ten years to get his cycli- 
cally-adjusted price-earnings ratio. So this 
measure includes numbers from 2008, 
when firms in the s8?p 500 index reported 
a plunge in profits thanks to huge write- 
downs at banks (see chart). This, argue 
critics such as Jeremy Siegel of the Whar- 
ton School, makes the stockmarket look 
more expensive than it truly is. 

This optimistic view, dubbed “earn- 
ings without the bad stuff”, has deep 
roots. Investors place a high value on pre- 
dictability. They like companies at which 



More exception than rule 
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profits grow, quarter after quarter, year 
after year. They want the corporate sector 
as a whole to produce steadily higher pro- 
fits-and that is just what analysts tend to 
forecast. Predictions of recession are rare. 
Indeed, back in February 2008, Mr Siegel 
said there would be no recession that year 
and that profits, the stockmarket and the fi- 
nancial industry would all do well. 

Companies are well aware of investors’ 
biases and strive to gratify them. But this 
creates behavioural problems. A short- 
term focus on the next quarter’s earnings 
means that companies may reject long- 
term projects that could boost the value of 
the company but would hurt profits in the 
coming year or two. Managers will also re- 
sist changing a failing strategy (and thus 
admitting assets are worth less than be- 
fore) until the last minute. 

Take the recent catalogue of disasters at 
Tesco, a British supermarket chain. The 
company unveiled one set of write-downs 
in 2013, reflecting poor results in its foreign 
operations. But that was merely the pre- 
lude to the even bigger £6.4 billion ($10.4 
billion) loss announced last month, which 
reflected a write-down of the value of its 



British property. Tesco had been slow to 
realise that its customers were losing en- 
thusiasm for huge out-of-town stores and 
were switching to online shopping and to 
discount stores such as Aldi and Lidl. 

Seen through this prism, a write-off of 
assets is not merely an accounting nicety. 
Ultimately, equity holders have a stake in 
the assets as well as the profits of a com- 
pany; if those assets are worth less, share- 
holders are poorer. To the extent that the 
business paid too much to acquire those 
assets, that is a loss as real as selling baked 
beans below cost. Indeed, investors’ cal- 
culations of future profits were probably 
based on the company’s ability to earn a 
decent return on such assets. Further- 
more, such write-downs tell investors 
something about the management’s abili- 
ty to understand its own industry. 

In the case of the financial industry, 
the massive write-downs during the crisis 
were a necessary correction of the over- 
statement of profits in previous years. 
Banks had generated profits by issuing, 
underwriting or lending against mortgage 
securities. Those profits turned out to be 
illusory. If you were to ignore the ensuing 
write-downs, you should also adjust 
down profits for previous years. 

The simplest answer, which lies at the 
heart of Mr Shiller’s analysis (and was 
proposed by Ben Graham, the doyen of 
security analysts, before him), is to aver- 
age profits over several years. The mistake 
is to believe rosy forecasts for future pro- 
fits, and to dismiss spikes in losses as ex- 
ceptional. Write-offs are usually right. 



Correction; In last week's Buttonwood, we quoted 
Richard Thaler as saying that behavioural economics 
theories "do not make easily falsifiable predictions, 
and the data are relatively scarce". In fact, the quote 
referred to macroeconomists' theories. Sorry. 
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► deals. Startups are also much more con- 
nected and talk about their experiences on- 
line or at one of the legions of tech confer- 
ences. Most want to get financed by the 
best-known vc brands. As a result, busi- 
ness is getting much tougher for weaker 
funds, many of which have already fallen 
dormant or closed down. 

Nor is it business as usual at the top of 
the heap. The very attributes that make it 
hard for the most prestigious venture-capi- 
tal firms to grow rapidly have shielded 
them from competition to some extent. 
Their contacts are unrivalled, and their ex- 
perience raising other firms from obscurity 
to fame and fortune is rare. But this envi- 
ronment still requires sharp elbows. 

It may be cheaper to start a firm today, 
but in America the startups with a chance 
of making it really big each year still num- 
ber around 15. Over 30 years, just 7% of the 
industry’s investments brought a tenfold 
return, and these accounted for 65% of the 
industry’s profits, reckons Fred Giuffrida of 
Horsley Bridge Partners, a “fund of funds” 
that spreads its bets across many vc firms. 

To get in on these deals, vc firms often 
outbid each other, which is one of the main 
reasons tech firms’ valuations have 
reached such dizzying heights. Stories 
abound of entrepreneurs calling at one of- 



fice after another on Sand Hill Road near 
Stanford University, where most of the top 
vc firms are based, with the valuation of 
their company soaring at each stop. 

The increased competition is not limit- 
ed to money. When Marc Andreessen and 
Ben Horowitz, two former entrepreneurs, 
launched their firm in 2009, they opted for 
a new, more corporate model: its main 
partners still make the investment deci- 
sions, but dozens of specialised partners 
then help portfolio companies with every- 
thing from recruiting to public relations. 
This approach-plus clever marketing-has 
proven popular with entrepreneurs, put- 
ting Andreessen Horowitz among the most 
sought-after vc investors. 

Older firms are following its lead. Most 
grand vc firms in Silicon Valley have hired 
at least one specialist partner, often to help 
startups in the war for talent. Many also 
use software to keep track of entrepre- 
neurs, business partners and technology 
trends. Some are trying to “scale their net- 
work”, in the words of Danny Rimer of In- 
dex Ventures, a firm with offices in both 
San Francisco and London. Among other 
things, it fosters exchange among the exec- 
utives of its portfolio companies. For now, 
the changes are small-but disruption usu- 
ally ends up claiming victims. ■ 



Australian banks 

Like a shag on a rock 



B anks in Australia, like the rest of the 
country perhaps, have a certain up- 
side-down quality to them. Their share 
prices broke free from the gravitational 
pull that dragged down their international 
rivals’ during the financial crisis. In recent 
years they have soared as others have 
sagged (see chart). Now that big banks in 
other rich countries are regaining their 
poise, it is the turn of Australia’s to slide. 
This topsy-turviness may yet continue giv- 
en the worsening outlook Down Under. 

Serving a buoyant domestic economy 
with none-too-fierce competition, and un- 
burdened by flailing investment-banking 
arms, Australia’s big four lenders-Com- 
monwealth Bank, National Australia Bank 
(nab), anz and Westpac-used to delight 
shareholders with bumper dividends. But 
concerns over their balance-sheets and ex- 
posure to Australia’s frothy housing mar- 
ket have caused their shares to dip by 
io%-i6% in the past month. Annual results 
released in recent weeks lacked the ebul- 
lience of past years, with lending margins 
slipping and costs ticking up. 
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Investors fear that the exceptional cir- 
cumstances underpinning the vibrant re- 
turns of recent years are coming to an end. 
The commodity “super-cycle” that boost- 
ed both Australia and its banks has fizzled. 
Unemployment is creeping up. 

The biggest concern is the health of 
banks’ mortgage books. Home loans have 
been fabulously lucrative for Australian 



A good run for Australia’s big banks may be ending 

I 



banks. According to Brian Johnson of 
CLSA, a brokerage, returns on them top 
50%, levels which would make even pre- 
crisis Wall Street bankers salivate. A con- 
centrated market-the big four dominate fi- 
nance and move prices in lockstep-and 
rising house prices have kept margins high 
and losses low. 

No wonder, then, that domestic home 
loans now represent 40-60% of Australian 
banks’ assets, up from 15-30% in the early 
1990s. Mortgages in New Zealand account 
for another 5-10%. A growing number of 
loans are going to property speculators, or 
to homeowners paying back only the inter- 
est on their loan. That could make a down- 
turn disastrous. 

House prices have been supported by 
low interest rates around the world, which 
have helped funnel money into relatively 
high-yielding Australian assets (including 
bank stocks). This has been compounded 
by cheap money domestically: the central 
bank cut its main rate to 2% on May 6th, the 
lowest level ever-down from 4.75% in 20U. 

Stress tests in November suggested that 
a property downturn would ravage banks. 
Around 80% of mortgages are variable- 
rate, so even a small rise in interest rates 
would result in higher repayments for bor- 
rowers and, in all likelihood, a surge in de- 
faults. Regulators fret about the lack of di- 
versification in banks, especially given 
their dependence on foreign money for 
funding. They want banks to curb growth 
in the riskiest mortgages and to finance 
them with more equity and less debt. 

A government inquiry into the Austra- 
lian financial system called for banks to be 
better capitalised. Dividend growth has 
slowed as a result; on May 6th nab an- 
nounced it would issue A$5.5 billion ($4.4 
billion) in new shares, though some of that 
will go towards extricating it from its mis- 
firing British subsidiary, Clydesdale Bank, 
which it wants to spin off. Collectively, 
Australian banks may need as much as 
A$40 billion in fresh capital to meet regula- 
tors’ demands. 

The big four are still highly profitable, 
and their returns will remain better than 
most despite all the new equity they will 
have to raise. After all, banks around the 
world are being forced to fund themselves 
with more equity. Aussie borrowers are 
less likely to default on mortgages than 
American ones, as lenders have a claim on 
all their assets, not just the property in 
question. Loan-to-value ratios are stable. 

But regulators’ changing tone has 
brought other concerns to the fore. Credit 
growth in Australia is slowing, raising the 
spectre of fiercer competition for market 
share. Expansion into crowded Asian mar- 
kets seems difficult. That leaves little scope 
for the diversification watchdogs want. If 
they cannot make banks less dependent 
on mortgages, they will have to find other 
ways to make them safer. ■ 
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The Federal Reserve 

Railing against 
bailing 

Congress launches new attacks on 
America’s central bank 

D uring a financial panic, said Walter 
Bagehot, a former editor of The Econo- 
mist, a central bank should help the deserv- 
ing and let the reckless go under. Bagehot 
reckoned that the monetary guardians 
should follow four rules: lend freely, but 
only to solvent firms, against good collater- 
al and at high rates. Many American politi- 
cians complain that the Federal Reserve is 
all too happy to lend, but that it ignores 
Bagehot’s other dictums. On May 13th two 
senators of very different hues-Elizabeth 
Warren, a darling of the left, and David Vit- 
ter, a southern conservative-joined forces 
to introduce a bill that would restrict the 
Fed’s ability to lend during the next finan- 
cial panic. Does that make sense? 

Emergency lending under Section 13(3) 
of the Federal Reserve Act was one of the 
most controversial policy responses to the 
financial crisis. In a letter to Janet Yellen, 
the chair of the Fed, Ms Warren and Mr Vit- 
ter say that from 2007 to 2009 the Fed pro- 
vided over $13 trillion to support financial 
institutions. The loans were cheap. A study 
from 2013 by the Levy Institute, a nonparti- 
san think-tank, found that many of them 
were “below or at the market rates” (some- 
times less thani%). Many of the banks that 
benefited were insolvent at the time. And 
much of the $13 trillion went to just three 
banks (Citigroup, Merrill Lynch and Mor- 
gan Stanley), leading many to suspect that 
the Fed was indulging favoured firms. 

Critics focus on details but miss the big 
picture, counters the Fed. Elizabeth Duke, a 
former governor, says that the Fed targeted 
its lending programmes at the right mar- 
kets, such that it helped to stop the crisis 
from getting even worse. Jerome Powell, a 
current governor, points out that “every 
single loan we made was repaid in full, on 
time, with interest.” 

But whether the Fed should be able to 
offer this kind of financial support at all is a 
different question. Choosing certain firms 
or markets to receive credit over others is 
inherently problematic, says a recent pa- 
per from the Federal Reserve Bank of Rich- 
mond. The prospect of easy money en- 
courages firms to take excessive risks. And 
according to a paper by Alexander Mehra, 
then of Harvard Law School, the Fed “ex- 
ceeded the bounds of its statutory author- 
ity” when it bought privately issued securi- 
ties as well as making loans. 

The Dodd-Frank Act, passed in 2010, 
was supposed to ensure that the Fed never 
again made such large, open-ended com- 



Ethnic inequality and development 

The ins and outs 

Growth suffers when there is inequality between different ethnic groups 



'ECONOMISTS have long recognised 
Hi that there is an association between 
inequality and development. Unequal 
incomes can impair growth if those with 
low incomes suffer poor health and low 
productivity as a result. But in a forth- 
coming paper* in the Journal of Political 
Economy, three economists look at the 
question in a new light. What may matter 
most for development, they argue, is not 
inequality in itself, but economic differ- 
ences between different ethnic groups. 

The authors pinpoint the location of 
2,129 ethnic and 7,581 linguistic groups in 
173 countries. Then, to estimate their 
wealth, they use data on night-time light 
intensity from satellites. (If a given area 
has more lights, it is likely to be richer.) 
That allows them to produce an “ethnic 
Gini index”, a measure of inequality 




Prosperity for some 



between different ethnic groups within a 
country. They find that sub-Saharan 
Africa and East and South Asia are the 
most ethnically unequal regions, thanks 
to small but prosperous groups such as 
Arabs in west Africa. Western Europe, by 
contrast, is the most ethnically equal. 

The authors show that as a country’s 
ethnic inequality falls, average gdp per 
person rises. A one-standard-deviation 
decline in a country’s ethnic Gini index- 
the equivalent of moving from the level 
of Nigeria to that of Namibia-is associat- 
ed with a 28% increase in gdp per person. 
It seems likely that ethnic inequality 
leads to low levels of development, not 
the other way around. After all, in other 
tests the authors find that ethnic inequali- 
ty mostly reflects unequal geographical 
endowments, such as more fertile land 
and distance to the coast. 

What explains these results? When 
there is inequality along ethnic lines, the 
paper suggests, those grouped at the 
bottom feel their poverty more keenly. 
The rich are easier to identify, and thus an 
easier target. All told, ethnically imbal- 
anced societies may be more prone to 
conflict, which is hardly good for growth. 

A powerful and rich ethnic minority 
may also gear the state to suit its interests 
at everyone else’s expense. Using data on 
18 sub-Saharan African countries, the 
authors find a negative relationship 
between ethnic inequality and the provi- 
sion of basic infrastructure such as elec- 
tricity and sewerage. Poor public services 
hold back growth, and a state serving one 
ethnicity is unlikely to pursue reforms, 
like privatisation and trade liberalisation, 
that foster broad prosperity. 



* "Ethnic inequality", by Alberto Alesina, Stelios 
Michalopoulos and Elias Papaioannou, forthcoming in 
Journal of Political Economy. 



mitments. Congress told the Fed’s board to 
ensure that emergency lending propped 
up the financial system as a whole, not in- 
dividual firms. However, say Ms Warren 
and Mr Vitter, the Fed has not implement- 
ed the new rules in the spirit of the law. The 
new bill proposes a number of Bagehot- 
like changes: to toughen up the definition 
of insolvency, such that the Fed lends only 
to viable firms; to offer any lending pro- 
gramme to many different institutions; 
and to ensure that when the Fed does lend, 
it charges punitive rates. 

This battle is not the only one the Fed 
faces. On May 12th Richard Shelby, a Re- 



publican senator and chair of the Senate 
Banking Committee, introduced his own 
bill, which he hopes will rein in the Fed’s 
powers in different ways. It would increase 
the threshold at which a financial institu- 
tion became “systemically important” 
(and thus subject to tougher regulatory 
scrutiny) from assets of $50 billion to $500 
billion. Mr Shelby also wants to shake up 
the structure of the Federal Reserve Sys- 
tem, including changing how the president 
of the New York Fed, which oversees big 
banks, is appointed. They may have differ- 
ent complaints, but lots of America’s law- 
makers agree that the Fed must change. ■ 
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Italy's regional divide 

A tale of two economies 



CATANIA 

As the north limps ahead, the south swoons 



AFTER three years of recession, Italy’s 
/^economy actually grew in the first 
three months of the year, by 0.3% com- 
pared with the previous quarter. It is fore- 
cast to grow by 0.7% over the year as a 
whole, boosted by a weak euro, cheap oil, 
the European Central Bank’s bond-buying 
programme and a reform-minded govern- 
ment. That looks good compared with the 
country’s grim recent record: between 
2001 and 2013 GDP shrank by 0.2%. 

National economic data always mask 
regional differences. In Italy, however, they 
disguise a divide that is deeper than nor- 
mal (see charts). The country is, in effect, 
made up of two economies. Take that 
2001-13 stagnation. In that period northern 
and central Italy grew by a slightly less mis- 
erable 2%. The economy of the south, 
meanwhile, atrophied by 7%. 

This is partly because the south grew 
more slowly than the north before the fi- 
nancial crisis. But the main source of the 
divergence has been the south’s disastrous 
performance since then: its economy con- 
tracted almost twice as fast as the north’s in 
2008-13-by 13% compared with 7%. The 
mezzogiorno-eight southern regions in- 
cluding the islands of Sardinia and Sicily- 
has suffered sustained economic contrac- 
tion for the past seven years. Unicredit, Ita- 
ly’s biggest bank, expects it to continue this 
year. The Italian economy is both weaker 
and stronger than it appears, depending on 
the part of the country in question. 

Of the 943,000 Italians who became 
unemployed between 2007 and 2014, 70% 
were southerners. Italy’s aggregate work- 
force contracted by 4% over that time; the 
south’s, by 10.7%. Employment in the south 
is lower than in any country in the Euro- 
pean Union, at 40%; in the north, it is 64%. 
Female employment in southern Italy is 
just 33%, compared with 50% nationally; 
that makes Greece, at 43%, look good. Un- 
employment last year was 21.7% in the 
south, compared with 13.6% nationally. 
The share of northern and southern fam- 
ilies living in absolute poverty grew from 
3.3% and 5.8% respectively in 2007, to 5.8% 
and 12.6% in 2013. 

Downward pressure on demand is ex- 
acerbated by the south’s lower birth rate 
and emigration northward and abroad. 
The average southern woman has 1.4 chil- 
dren, down from 2.2 in 1980. In the north, 
fertility has actually increased, from 1.4 in 
1980 to 1.5 now. Net migration from south to 
north between 2001 and 2013 was more 



than 700,000 people, 70% of whom were 
aged between 15 and 34; more than a quar- 
ter were graduates. Marco Zigon of Getra, a 
Neapolitan manufacturer of electric trans- 
formers, says finding engineers in Naples, 
or ones willing to move there, is becoming 
ever harder. According to Istat, Italy’s statis- 
tical body, over the next 50 years the south 
could lose 4.2m residents, a fifth of its pop- 
ulation, to the north or abroad. 

These demographic trends have tem- 
pered the gap in gdp per person with the 
north, according to svimez, an association 
for the development of the mezzogiorno. 
But the loss of human capital, coupled 
with low investment in the physical sort, is 
sucking the region dry of the resources it 
needs to recover. Investment in the north 
shrank by a quarter between 2008 and 
2013; in the south it fell by a third. 

These problems are not new, nor are 
they uniquely southern. But they are more 
virulent than the economic afflictions that 
sap growth in the north of Italy. Crumbling 
infrastructure is a good example. Mr Zigon 
complains that the port of Naples has fall- 
en into disrepair, hampering Getra’s ex- 
ports. In April part of the main highway 
across Sicily collapsed due to a landslide, 
almost doubling the time it takes to get 



from one end of the island to the other. Fix- 
ing it could take years. Railways in the 
south include Italy’s oldest, opened in 1839. 

Most of Italy lags behind Europe in 
terms of digital infrastructure, but the 
south is especially backward. The same is 
true of civil justice and the bureaucracy, 
both of which are generally slower in the 
south. Corruption is common enough in 
the north, says Antonio La Spina of luiss 
university in Rome, but it is more diffuse in 
the south, even if sums involved tend to be 
smaller. That makes it harder to root out. 

Buoyant exports and cheaper credit 
have helped Italy’s economy revive in re- 
cent months. But these effects are more 
muted down south. The region accounts 
for just over a tenth of Italy’s annual ex- 
ports of €400 billion ($450 billion), and 
much of that goes to other European coun- 
tries. Whereas exports from the north grew 
by 2.9% last year, those from the south 
shrank by 4.7%, partly because the low 
price of oil dampened revenues at Sicilian 
and Sardinian refineries. Loans are often 
harder to get and more expensive in the 
south, thanks to the high rates of delin- 
quency and bankruptcy that prevailed 
during the crisis. 

Regional divides are common in many 
countries, says Gianni Toniolo, an eco- 
nomic historian at luiss, but Italy’s case is 
peculiar because of its longevity. The gulf 
between east and west Germany was 
much wider than that between northern 
and southern Italy in the 1990s; now it is 
smaller. If Italy’s economy is to grow any- 
where near as fast as that of the euro zone’s 
powerhouse, it will have to find some way 
to narrow its internal divisions. ■ 
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Free exchange | Miraculous conversion 



A new proposal seeks to make banks safer but keep regulators at a distance 




ALMOST everyone agrees: before the financial crisis, banks 
/xwere hooked on debt. In 2007, a year before its failure, Leh- 
man Brothers held equity (the money shareholders put into the 
business) worth just 3.3% of its balance-sheet; virtually all the rest 
was financed by borrowing. Leverage is an elixir that makes pro- 
fits soar when times are good, but magnifies losses when the 
economy sours. Since the crisis, regulators have cranked up their 
supervision of banks and ordered them to hold more equity and 
less debt. A new proposal would tweak this model, making 
banks safer using the discipline of the market rather than the 
heavy hand of the state. 

Banks like debt for several reasons. First, it is cheap compared 
to equity: banks’ creditors charge relatively little because they 
know they are likely to be bailed out if the bank fails. Tax breaks 
for interest payments make debt cheaper still (see this week’s 
briefing). And unlike equity, issuing it does not entail any dilution 
of control. But regulators prefer equity, which can absorb losses 
in downturns and thus ward off bail-outs. 

A new breed of hybrid instruments is billed as the best of both 
worlds. So-called contingent convertible bonds, or “cocos”, turn 
into equity when a bank is struggling, trimming its debts and in- 
terest payments. Coco issuance has soared since 2010, as banks 
have sought to keep regulators happy by bolstering their ability 
to withstand losses. These fancy bonds have the upsides of debt 
in good times, but provide a cushion in a crisis. 

Or so the theory goes. Cocos usually convert when regulators 
decree that a bank’s capital has fallen below some threshold. In 
the height of a crisis, that puts regulators in a bind: announcing 
that a bank is weak can cause panic. A conversion also imposes 
sudden losses on bondholders, who find themselves holding 
shares worth much less than the bonds that spawned them. If the 
bondholders are themselves in distress, those losses can rever- 
berate around the financial system. 

Jeremy Bulow of Stanford University and Paul Klemperer of 
Oxford University see a way to overcome these problems with a 
new instrument called an equity recourse note, or ern.* Like a 
coco, an ern functions as debt in normal times. But the trigger for 
the conversion is the bank’s share price, rather than a regulatory 
measure of capital. When the share price falls by enough-say, to 



25% of its initial value-the bank can make repayments on the 
bond with new shares rather than with cash. 

For example, suppose a bank issues a $5om ern when its 
shares are worth $100 each. The ern would pay interest like a 
normal bond unless the share price stood below $25 on the day a 
payment was due or the bond was to be redeemed. In that case, 
investors would be paid in shares valued at $25 each-even if the 
market price was lower still. So to redeem the $5om ern, the 
bank would issue 2m new shares. Since the share price is below 
$25, those new shares would be worth less than $50m, meaning 
the conversion would be a good deal for the distressed bank. 

This avoids several problems with cocos. There is no uncer- 
tainty about how regulators will behave. Abrupt losses are min- 
imised: investors can see when the share price is nearing the trig- 
ger, and if it recovers, cash payments resume. Because the new 
shares are worth no more than the cash saved, ern conversions 
should shore up a bank’s share price (by contrast, when cocos 
convert, enough new shares are created to push the price down). 

ERNS might benefit the economy, too. Distressed firms usually 
struggle to raise new funding thanks to a problem known as 
“debt overhang”: new cash is diverted to pay off debts rather than 
fund new investments. That makes funding pricier, so banks 
would rather shrink their loan books than issue shares, starving 
the economy of credit. This problem does not arise with erns. If 
the distressed bank issues new erns when its share price falls to 
$25, the conversion point for the new note would be only $6.25, 
meaning with a share price between $6.25 and $25, new investors 
would receive cash payouts while old ones still get shares. That 
puts debt overhang into reverse, helping to tame credit booms 
and busts-something not even more equity can do. 

The best of all worlds 

This might seem too good to be true; indeed, erns are untested. It 
is not certain, for instance, that investors would be keen to swap 
conventional bonds for riskier, more complex instruments. How- 
ever, the two economists argue that, for firms, issuing erns is just 
like issuing normal debt bundled with options allowing them to 
sell shares at the conversion price if they so wish. That should 
make erns easy to value. It also means investors can turn erns 
back into riskless debt by buying their own options to sell the 
shares on, so that they end up with cash in any event. 

A better criticism of erns applies to all hybrid instruments: if 
banks’ preference for debt is artificial-the tax benefit, for in- 
stance, is a distortion in its favour-then a simpler solution is to re- 
quire much more equity. Bankers may complain, but only be- 
cause they have to pay more for funding. 

Yet hybrids allow firms, not regulators, to decide on the best 
funding mix. And harnessing the benefits of both debt and equ- 
ity is a laudable aim that has applications beyond banks. For in- 
stance, Robert Shiller of Yale University has called for govern- 
ments to use bonds with interest tied to gdp growth, so that 
government debt is less burdensome in a slump. Others want 
mortgage debts to be automatically written down when proper- 
ty values fall, so that house-price risk is borne not solely by in- 
debted homeowners. Rigid debt contracts may seem good in 
booms. But in a downturn, flexibility is everything. ■ 



*Studies cited in this article can be found atwww.economist.com/ernsl5 
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OXFORD 

Perovskites may give silicon solar cells a run for their money 



Solar energy 

Crystal clear? 



O N THE desk of Chris Case, chief tech- 
nology officer of Oxford Photovolta- 
ics, there sits a small but heavy vial filled 
with a canary-yellow liquid. “That’s 
enough for a kilowatt,” he says. The materi- 
al in the vial is called methylammonium 
lead iodide, and enthusiasts such as Dr 
Case believe it, and materials like it- 
known collectively as perovskites-could 
lead to a dramatic increase in the world’s 
use of power from the sun. 

Oxford Photovoltaics is one of many 
firms, both small and large, that see pro- 
mise in perovskites. These are compounds 
that share a crystal structure and are 
named, collectively, after the mineral that 
was the first substance found to have this 
structure. Often, they are semiconductors. 
This means that, like the most famous 
semiconductor of all, silicon, they can be 
used in solar cells. 

The first perovskite solar cells were 
made in 2009. They converted 3.8% of the 
light falling on them into electricity. Now, 
the best hoover up around 20%. This rate of 
conversion is similar to the performance of 
commercial silicon cells, and researchers 
are confident they can push it to 25% in the 
next few years. 

Moreover, unlike silicon, perovskites 
are cheap to turn into cells. To make a sili- 
con cell, you have to slice a 200-micron- 
thick wafer from a solid block of the ele- 
ment. A perovskite cell can be made by 



mixing some chemical solutions and pour- 
ing the result onto a suitable backing, or by 
vaporising precursor molecules and let- 
ting them condense onto such a backing. If 
these processes can be commercialised, sil- 
icon solar cells will have a serious rival. 

Light work 

Solar cells, perovskite ones included, all 
function in broadly the same way. When 
light hits a crystal of the material they are 
made from, it frees electrons (which are 
negatively charged) and leaves behind 
what are, in effect, positively charged holes 
in the crystal lattice. This formation of elec- 
tron-hole pairs is characteristic of semicon- 
ductors exposed to light. Neighbouring 
materials then capture the positive and 
negative charges and transport them to 
electrode layers on the cell’s outer faces, 
where they generate a current. 

This general theme, though, is capable 
of variation. Last year, for example, Mi- 
chael Gratzel of the Swiss Federal Institute 
of Technology, in Lausanne, devised a cell 
in which the perovskites were infused into 
the electron-capturing material, rather 
than being a separate layer. That design, he 
thinks, will make cells cheaper to manufac- 
ture, and more stable. Dyesol, an Austra- 
lian firm with which Dr Gratzel is collabo- 
rating, agrees. It is building a factory in 
Turkey, planned to open in 2017, to manu- 
facture solar cells that are based on the 



Gratzel infusion principle. 

But the variations on the photovoltaic 
theme that most excite researchers at the 
moment are tandem cells, which have lay- 
ers of both perovskite and silicon in them. 
These will permit more of the spectrum to 
be converted into electricity. Perovskites 
can be made to many different formulae, 
which means they can be tuned to absorb 
different parts of the spectrum. The top lay- 
er of a tandem cell is a perovskite that has 
been tweaked to absorb strongly at the 
blue end of the spectrum. Beneath it is a 
layer of silicon, which mops up the red. 

The first such tandem was unveiled in 
March by researchers from Stanford Uni- 
versity and the Massachusetts Institute of 
Technology. It had an efficiency of 13.7%. 
This week, Oxford Photovoltaics showed 
off one that has an efficiency of 20%. It 
hopes to see its first commercial tandems 
roll off production lines in 2017. This mar- 
riage of convenience between the old and 
new ways of doing photovoltaics may not, 
however, last long. Henry Snaith, Oxford 
Photovoltaics’ founder, looks forward to 
all-perovskite tandems that have cells of 
different composition, each tuned to har- 
vest a particular part of the solar spectrum. 

The main obstacle to the march of pe- 
rovskites is water: they decompose in it. Pe- 
rovskite solar panels must thus be totally 
watertight. But technology exists to make 
effective seals on solar cells. The standard 
tests for cells, including those for water- 
tightness, are set by a body called the Inter- 
national Electrotechnical Commission. 
One of these tests requires that cells sus- 
tain their performance for more than 1,000 
hours at 85X and 85% humidity. Others 
put cells through drastic temperature 
swings, artificial hailstorms and so on. Dr 
Snaith says that Oxford Photovoltaics’ cells 
have passed the 1,000 hour test and are ►► 
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► well on the way to making 2,000 hours. 

Another way around the problem of a 
potentially limited lifetime is to find appli- 
cations where it does not matter. In these, 
perovskites should do well. Some firms, 
for example, hope to enter the mobile-de- 
vice market-reasoning that such devices 
are usually replaced by their owners every 
few years and so do not require a long-life 
cell. Saule Technologies, in Poland, and 
VTT, in Finland, are experimenting with 
flexible perovskite cells intended to charge 
mobiles. Olga Malinkiewicz, Saule’s foun- 
der, says that her company has made pro- 
totype flexible cells which are 3% efficient, 
and she thinks its engineers can get to 10% 
in the next two years. When Saule’s cells 
are commercialised, she plans to make 
them using inkj et printers that spray perov- 



In novation 

The X files 



RANCHO PALOSVERDES 



F rom the Longitude Prize offered by Brit- 
ain’s parliament in 1714, as reward for a 
way for ships to determine their location 
when out of sight of land, to the Orteig 
Prize, offered in 1919 for a crossing of the At- 
lantic Ocean by aeroplane, the giving of 
prizes for technological endeavour has had 
an illustrious history. Such prizes fell out of 
favour after the second world war, but a re- 
naissance began in 1996 when Peter Dia- 
mandis, an entrepreneurial engineer, an- 
nounced a $iom purse, the xprize, for the 
launch of a reusable manned spaceship. A 
torch had been lit. 

On May 7th and 8th, the xprize foun- 
dation, which exists to keep that flame 
alight, gathered hundreds of corporate 
bosses, philanthropists and ideas mer- 
chants in Rancho Palos Verdes, California, 
for its annual “Visioneering” workshop, to 
dream up new prizes. Though some be- 
lieve the torch is flickering (there is enough 
dissatisfaction with the foundation’s man- 
agement among its employees that Robert 
Weiss, its president, has promised that 
there will be action on the matter), the 
dreaming went on. 

Prize fight 

This year’s shortlist included prizes for cre- 
ating artificial intelligence “capable of ag- 
gregating collective wisdom”, for devising 
a means of “sorting and processing 95% of 
landfill waste in an immediately profitable 
way”, and for inventing technology that 
will reduce by 70% the amount of water 
used per hectare in farming. The winner 
was the idea of helping refugees by creat- 



skite precursors onto adhesive backings. 
This will permit the cells to be stuck onto 
any device that needs power. 

Oxford Photovoltaics and Dyesol, 
though, are looking at larger-scale, longer- 
lasting products. They hope to glaze build- 
ings with panes covered in semi-transpar- 
ent perovskite cells, allowing such edifices 
to declare, if not independence then at 
least autonomy from the power grid. The 
ultimate dream, though, would be to feed 
that grid itself with power from perovskite 
cells. At the moment, solar energy contrib- 
utes a little overi% to the world’s electricity 
production. Silicon cells are teetering on 
the brink of being properly competitive 
with fossil fuels, but a new way of doing 
things might push costs down dramatical- 
ly. Perovskites could be that innovation. ■ 




Hand in glove with Peter Homer 



ing pack-and-go housing that can provide 
efficient water, electricity and sanitation, 
and that will last for at least six months. 

The first xprize was won, eight years 
after it was proposed, by Mojave Aero- 
space Ventures, a Californian company. 
Mojave then licensed its technology to Vir- 
gin Galactic, which hoped to create a sub- 
orbital flight industry. As the subsequent 
history of Virgin Galactic has shown, prize- 
winning technology does not always lead 
smoothly to commercial success. A fatal ac- 
cident last year, involving one of the com- 
pany’s prototype space planes, has set 



things back a long way. But other xprize 
winners have been more successful. Elas- 
tec/American Marine, a firm in Illinois, 
won $im in 2011 by recovering oil spilled at 
sea at a rate three times better than the in- 
dustry’s previous best. It has since 
launched a product based on this technol- 
ogy. A fuel-efficiency prize of $sm was 
awarded in 2010 to Edison2, a Virginian 
company, for a safe, cheap and easily built 
car that could do more than 100 miles per 
American gallon (42.5km/litre). The firm’s 
trick was a novel system of suspension. 

For the more audacious, a prize of $2om 
awaits whomever is able to get a rover to 
the moon’s surface and operate it success- 
fully there. Two teams hoping to do this an- 
nounced recently that their rovers will 
share a ride on a rocket launched next year 
by SpaceX, a private rocketry company. 
And $iom will go to the winner of the 
Qualcomm Tricorder xprize, which was 
inspired by the fictional, hand-held diag- 
nostic device seen on “Star Trek”. To bag 
this award, someone must come up with a 
tool that can diagnose 16 medical condi- 
tions, among them anaemia, diabetes, 
strokes and urinary-tract infections, and be 
able to monitor five vital health signs, in- 
cluding blood pressure, respiratory rate 
and temperature. Cloud dx, one of the 
runners in the race, has already created a 
wearable device that captures these vital 
signs, and applies appropriate algorithms 
to them to spot potential problems. 

Other prizes announced recently in- 
clude one of $i5m for open-source soft- 
ware that will teach children in poor coun- 
tries how to read, write and do sums 
within a period of 18 months. And future 
prizes look likely for adult literacy, for se- 
questering carbon dioxide from the atmo- 
sphere and for a plastic that will degrade 
harmlessly in the ocean. 

The idea of all these prizes, according to 
Dr Diamandis, is to set goals that are “auda- 
cious but achievable”. Many of the founda- 
tion’s awards, such as the tricorder and 
child-literacy prizes, come from ideas pro- 
posed at Visioneering workshops. Ideas 
also come from potential sponsors and 
from members of the public. The founda- 
tion scrutinises suggestions to see if the 
award is feasible and will have the intend- 
ed impact. For those that pass, but have no 
sponsor, one is then sought. 

The xpRizEs’ success has generated 
many imitators. The Methuselah Mouse 
Prize, created in 2003, offers cash to teams 
that breed longer-living rodents, and thus 
contribute to knowledge about how ani- 
mals age. In 2004 a firm called Bigelow 
Aerospace put up a pot of $50m for the first 
American team to create a reusable 
manned capsule that would visit a space 
station. Though the prize expired, un- 
claimed, in 2010, such a capsule now ex- 
ists. It was built by SpaceX; has flown, un- 
manned, six times; and will, if all goes ►► 
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► well, fly with a crew next year. 

Even Google, which is sponsoring the 
moon-rover xprize, now offers its own 
awards. Every year it hosts Code Jam, a 
competition in which programmers, both 
professional and student, are challenged to 
solve algorithmic puzzles of interest to the 
company. Smaller prizes, too, have their 
place. A website called InnoCentive, for ex- 
ample, can be used by firms to harness the 
power of the crowd to solve tricky cor- 
porate problems. Cash awards are doled 
out to givers of the best answers. 

Prizes also mobilise talent from unex- 
pected areas. In 2007 nasa, America’s 
space agency, sponsored one for the best 
design of a new astronaut’s glove. The win- 
ner, Peter Homer, was unemployed at the 
time. Now, he runs a company that makes 
his invention. ■ 



Technology and health 

To sleep, 
perchance 

Screens before bedtime harm sleep. The 
effect is biggest for teenagers 

P ITY the poor pineal gland, tucked be- 
hind the thalamus in a gap between the 
brain’s hemispheres. It has a simple 
task-to make melatonin, a hormone that 
regulates sleep. In days gone by, it would 
start doing so after sunset, ramp up to a 
maximum in the middle of the night, and 
then taper off toward the morning. The re- 
sult was regular, dependable periods of 
sleep and wakefulness. 

Modern life, though, is confusing for the 
pineal because its signal to start work is the 
absence of light-specifically of blue light. 
This part of the spectrum radiates by the 
bucketful from light-emitting diodes in the 
screens of phones, tablets and laptop com- 
puters. As far as the gland is concerned, 
that turns night into day. Study after study 
has suggested night-time use of screen- 
based gadgets has a bad effect on people’s 
sleep. Indeed, things are getting worse as 
screens get smaller and are thus held closer 
to the eyes. As a consequence there is a tidy 
market in devices and apps which regulate 
the amount of blue light a screen emits. 

The latest research suggests one group 
of people-teenagers-may be particularly 
susceptible. Those in their mid-teens al- 
ready have unusual sleep patterns. Left to 
themselves, they stay up late and sleep in 
in the morning because their melatonin cy- 
cles start and finish later than those of 
adults. Add teenagers’ reputations for be- 
ing glued to their screens and it certainly 
seems reasonable to hypothesise that ado- 
lescents, in particular, will suffer from 
sleep-disruption-by-gizmo. 



One study, published in October by re- 
searchers in Switzerland, tracked boys 
aged 15 to 17 over a fortnight in which they 
wore either glasses fitted with filters that 
blocked blue light, or else clear glasses of 
similar design, for several hours before 
they went to bed. It measured the youths’ 
melatonin levels and reaction times over 
the course of the evening. Minus blue light, 
participants were more ready for bed. 

In Eebruary research on nearly 10,000 
Norwegian adolescents aged between 16 
and 19 confirmed what casual observation 
might suggest. Almost all used computers, 
phones and the like in the hour before they 
went to bed. The data showed that gadget 
use was correlated with sleep patterns. 
The more the teenagers looked at screens, 
the longer they took to get to sleep and the 
less sleep they got. 

A third piece of work, published this 
week in Lighting Research and Technology, 
by Mariana Eigueiro of the Rensselaer Po- 
lytechnic Institute in Troy, New York, also 
studied people aged between 15 and 17. 
Though Dr Eigueiro looked at only 20 teen- 
agers, her results were so much at variance 
with her previous work on adults that they 
seem worth following up. 

Eirst, participants wore orange glasses, 
to screen out blue light, until bedtime. The 
next night they went without the glasses. 
On glasses-free nights, their melatonin lev- 
els were 23% lower after an hour of looking 
at a screen, compared with their levels on 
begoggled nights. After two hours, they 
were 38% lower. 

Dr Eigueiro’s previous studies with 
adults yielded falls in melatonin of only 
14% after two hours in front of a computer. 
In the matter of sleep and screens, it seems, 
teens really are different. Not that such 
knowledge will make a jot of difference to 
their behaviour. ■ 




Blue meanies 



Nuclear proliferation 

The watcher in the 
water 

It may be possible to detect plutonium 
factories from a distance 

44 *TRUST, but verify.” That was Ronald 

X Reagan’s mantra for nuclear agree- 
ments, though the proverb itself is Russian. 
But verifying that a country is not cheating 
on one important matter of nuclear diplo- 
macy, the manufacture of plutonium, is 
hard. At the moment, it can be done only 
by visiting the site of any and every nuc- 
lear reactor which could be employed for 
the task-even then, one might be hidden 
away. But if a project now being under- 
taken in America works well, hiding reac- 
tors will become much more difficult. 

The Water Cherenkov Monitor for Anti- 
neutrinos, or WATCHMAN, brainchild of 
the energy department and the National 
Nuclear Security Administration, should 
be able to spot a suspicious reactor up to 
1,000km away. A network of such devices, 
set up within range of someone who might 
not be playing by the rules, should indeed 
verify whether he can be trusted. 

The WATCHMAN is a neutrino detec- 
tor-or, to be precise, an antineutrino de- 
tector. Neutrinos and their antimatter 
equivalents are particles that have little 
mass and no electric charge. They are pro- 
duced in huge quantities by stars such as 
the sun, by the explosion of supernovae 
and by nuclear reactors on Earth, but they 
interact with other forms of matter so 
weakly that a piece of lead a light-year 
thick (around 9 trillion kilometres) would 
block only half of those passing through. 

It is this penetrative power which may 
make these particles useful for diplomats. 
No amount of shielding can stop them es- 
caping from a reactor. If it were possible to 
tell both where the particles were coming 
from, and whether that source was natural 
or artificial, then it would be impossible to 
hide a reactor. The watchman’s design- 
ers think they can do that. Though most of 
the neutrinos and antineutrinos which 
pass through the 3,500 tonnes of gadolini- 
um-doped water a watchman will con- 
tain will remain unnoticed, a minuscule 
minority will interact with those contents. 
These interactions should be enough to 
give the game away. 

Flashes of inspiration 

Determining where a neutrino or antineu- 
trino has come from is reasonably easy. 
Several neutrino “telescopes” around the 
world can manage the trick, and are thus 
able to tell, for example, which neutrinos 
come from the sun. They do it by watching 
for flashes of light, called Cherenkov radia- ►► 
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► tion, which are made when something 
electrically charged is moving faster than 
the speed of light in the medium in which 
it is travelling. (Though nothing travels fast- 
er than light in a vacuum, light’s velocity 
falls when it passes through matter.) In the 
case of neutrinos or antineutrinos, the 
light-generating particle is an electron 
knocked at speed out of a water molecule 
by a neutrino’s impact. The direction of the 
Cherenkov light, which is measured by 
sensitive photodetectors in the wall of the 
vessel that contains the water, shows the 
direction of the original particle’s source. 

This so-called “recoil” method cannot, 
however, distinguish between neutrinos 
and antineutrinos. That matters, because 
the nuclear reaction which turns the non- 
fissile form of uranium into fissile pluto- 
nium, from which bombs can be built, 
makes antineutrinos. By contrast, the fu- 
sion that powers the sun and other stars 
makes neutrinos. To tell a reactor from 
sources like those, you must be able to tell 
between neutrinos and antineutrinos. 
And this is what the gadolinium is for. 

Antineutrinos sometimes do some- 
thing that neutrinos do not: they merge 
with a proton to create a neutron and a 
positron (the antimatter version of an elec- 
tron). The positron then shoots off so fast 
that it creates a flash of Cherenkov radia- 
tion. The neutron, meanwhile, blunders 
around until it runs into a gadolinium 
atom. Gadolinium nuclei have an appetite 
for neutrons, and the process of absorption 
generates a second flash of light. The two 
flashes in quick succession show that the 
apparatus has captured an antineutrino. 

You now have both parts of the puzzle. 
Double flashes show the size of the anti- 
neutrino flux. Recoil flashes show where 
that flux is coming from. At least, that is the 
theory. The practice will be tested shortly. 
A prototype watchman is under con- 
struction in an old salt mine (to shield it 
from cosmic rays and other sources of in- 
terference) in Painesville, Ohio. This is 
13km from a nuclear power station at North 
Perry, on Lake Erie. Though the Perry reac- 
tor is built for electricity generation rather 
than plutonium production, all reactors 
create some plutonium as a by-product, so 
its proximity will be a good test for the 
WATCHMAN system. 

If that system works, and the decision is 
taken to deploy it, then there will still be 
the question of where and how. The pre- 
dicted 1,000km range means quite a bit of 
diplomatic arm-wrestling may be in- 
volved, for the detectors would be of little 
use if built on American soil. But if, say, a 
country like Turkey could be persuaded to 
house one, the nuclear activities of a neigh- 
bour such as Iran might thus be monitored 
without inspectors having to set foot on 
the soil of the country in question. If that 
can be done, the watchman may help 
make the world a safer place. ■ 



How long will you live? 

Getting a grip 



N ext time you shake hands with your 
doctor, beware-you may be giving 
away your life expectancy. A paper just 
published in the Lancet, by Darryl Leong 
of McMaster University in Canada, 
reports that a simple way to assess how 
likely someone is to die in the next few 
years is to test the strength of his grip. 

Using a hand-held device called a 
dynamometer. Dr Leong and a team of 
collaborators across the world tested the 
grips of 140,000 people aged between 35 
and 70 in 17 countries. Three of these 
countries-Canada, Sweden and the 
United Arab Emirates-were rich. Eour- 
Bangladesh, India, Pakistan and Zimba- 
bwe-were poor. Ten, including Colom- 
bia, Poland and South Africa, were de- 
fined as middle-income. The researchers 
then followed their volunteers for an 
average of four years, and noted how 
many died, and what from. 

There was a good deal of national 
variation. Swedes, it seems, have the 
world’s firmest handshakes, and Paki- 
stanis the limpest. But, overall, the 
strength of someone’s grip was indeed a 
good predictor of how likely he was to 
die during the course of the study. 

The average grip strength the team 
recorded was 300 newtons (the force 
needed to hold a 30.6 kilogram weight 
against Earth’s gravity). Every 50-newton 
drop below this was associated with a 
16% rise in the risk of death, and a 17% 
increase in the risk of dying in particular 
from heart disease. It was also associated 
with a 7% greater risk of having (but not 
necessarily dying from) a heart attack, 
and a 9% rise in the chance of having a 
stroke. Among those with cancer or 
chronic heart disease, the strong-gripped 
were more likely to survive the follow-up 



period than the limp. The correlation 
held when the researchers corrected for 
other factors known to play a part in 
death rates, including age, education, 
drinking and smoking. 

Admittedly, grip strength is not a 
completely reliable indicator of robust- 
ness. Dr Leong found no correlation with 
hospital admissions for pneumonia, for 
instance, or the rate of diabetes. Nor, 
oddly, did there appear to be a correlation 
with deaths from falls, a cause of injury 
in which muscular weakness might be 
assumed to play a direct role. 

Interpreting exactly what is going on 
is hard. Because the study was observa- 
tional rather than experimental, it is 
impossible to know whether muscular 
weakness is causing illness or is a symp- 
tom of illness that is already there. That 
matters. If the former is true, then build- 
ing up strength through exercise might 
avert early death. If it is the latter, a per- 
son’s cards are probably marked irrevers- 
ibly. Most likely, it is a bit of both, with 
muscle strength being a good marker of 
“real” ageing-in other words, of general- 
ised biochemical decrepitude-which 
correlates only imperfectly with some- 
one’s calendar age. 

An advantage of Dr Leong’s method is 
that it is easy to execute. Dynamometers 
are cheap, and can be used with minimal 
training. Grip strength is thus simpler to 
assess than other signs of frailty, such as 
high blood pressure, body-fat percentage 
or blood-sugar levels. Along with a per- 
son’s waist-to-height ratio, which anoth- 
er recently published study confirmed is 
a better measure of disease-inducing 
abdominal fat than the familiar body- 
mass index, a flaccid handshake may be a 
warning that all is not well. 
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Amitav Ghosh's fiction 

The great bobachee-connah 



A new narrative landscape that stretches from Mauritius to the South China Sea 



T his is the last volume in a rich and 
sweeping trilogy set across the vastness 
of maritime Asia. The historical backdrop 
is England’s looming first opium war with 
China (1839-42). But the magic of these nov- 
els-along with much of the narrative pro- 
pulsion-comes from the way Amitav 
Ghosh weaves together and then apart 
and then together again the fates of those 
aboard a former slave ship, the Ibis, carry- 
ing convicts and indentured workers from 
Calcutta bound for Mauritius. 

The first volume, “Sea of Poppies”, 
launched the Ibis out into a great ocean of 
words-away from the hot, dusty north In- 
dian plain and the godowns and opium 
factories on the silt-laden Hooghly river to 
the sapphire waters of the Bay of Bengal. 
There is nothing like a ship for overturning 
the established order-unless it is a good 
storm, and in “River of Smoke” (2011), the 
sequel, a powerful one combines and scat- 
ters the characters in bewitching ways. In a 
brilliant feat of parallel narratives, “Flood 
of Fire” slowly recombines those and relat- 
ed characters as they all converge, as if by 
kismet, on the Ibis and on Hong Kong just at 
the time of the British colony’s founding. 

In north-east India, Kesri is soldiering in 
an East India Company regiment until os- 
tracised by the senior sepoy (to whom he is 
related through marriage) for the alleged 
misdeeds of his beloved younger sister, 
Deeti. Escaping the oppression, he signs up 



Flood of Fire. By Amitav Ghosh. John 
Murray; 616 pages; £20. To be pubiished in 
America by Farrar, Straus and Giroux in 
August 

for what turns out to be a punitive expedi- 
tion that the British are preparing against 
the Chinese, who have banned imports 
from India of the iniquitous opium they 
called “foreign mud”. 

In Bombay’s community of Parsis, Shi- 
reen Modi learns of the death on the China 
coast of her husband, a trader who had bet 
all on selling a huge consignment of opium 
just as the Chinese were cracking down. 
She wants to know more about his end, 
and salvage a lost fortune. Neel, a bankrupt 
Raja falsely accused of forgery (he was one 
of the Ibis convicts), finds himself in Can- 
ton (present-day Guangzhou) drawn to 
help the Chinese authorities against the 
English. And in Calcutta the former first 
mate on the Ibis, Zachary Reid, ivory- 
skinned but hiding his black ancestry, is re- 
pairing a houseboat that once belonged to 
Neel but which had been acquired by the 
wealthy English opium trader who broke 
him. Much of this first part of the novel is 
hilarious, not least the way Zachary’s pria- 
pism is treated, with missionary zeal, by 
the trader’s wife. “It’s my turn now,” she 
proclaims, “to bajow your ganta.” 

As ever for Mr Ghosh, language is a 
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great tumasher, and it is not surprising that 
he is on the shortlist for the biennial Man 
Booker International prize, the winner of 
which will be announced on May 19th. He 
swims with relish in a lexicon he has made 
his own, a rich brew of English, Bangla, 
Hindi, Parsi, Malay, Cantonese and pidgin 
at a time when free trade and imperialism 
were recombining Asian cultures and 
tongues. He describes a “plural society” 
existing nearly a century before John Fur- 
nivall, a British colonial administrator, 
came up with the term. Mr Ghosh’s genius 
is to paint this world from its teeming 
heart, rather than from the perspective of 
metropolitan centres of power in London 
or, for that matter, Peking. 

Furnivall was in fact a critic of the plural 
society: he called it “in the strictest sense a 
medley” in which different races “mix but 
do not combine. Each group holds by its 
own religion, its own culture and lan- 
guage, its own ideas and ways. As individ- 
uals they meet, but only in the market- 
place, in buying and selling.” Mr Ghosh is 
mesmerised by the mixing. But, you sense, 
he is just as critical of the amorality of free 
trade underpinned by imperialism as was 
Furnivall, a Fabian socialist. At anchor off 
the Chinese coast, a Scottish trader likens 
hindering the opium trade to holding back 
the ocean’s tides. The drug’s flow “was gov- 
erned by abstract laws like those that Mr 
Newton had applied to the movements of 
the planets.” This was balm to 
Zachary’s ears, a budding trader himself 

By now, however, the novel has 
changed tone. A British military expedi- 
tion wreaks havoc along this part of the 
China coast-and on many of the central 
characters. Kesri is sickened by the expres- 
sion in death of a Chinese soldier fighting 
for everything he holds dear-land, homes, 
families, customs. Neel, watching the al- ►► 
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► most casual destruction of Chinese forces 
in the Pearl river delta, is struck by how a 
battle is “a distillation of time: years and 
years of preparation, decades of innova- 
tion and change were squeezed into a 
clash of very short duration. And when it 
was over the impact radiated backwards 
and forwards through time, determining 
the future and even, in a sense, changing 
the past.” There was a terrible power “con- 
tained within these wrinkles in time”. 

The novel’s end vividly marks the birth 
of a British colony that grew to be extraor- 
dinary. Yet it is more than anything apoca- 
lyptic, including for many of the central 
characters. There is escape for some, how- 
ever, among them Kesri and Neel, and 
Neel’s little boy, Raju, newly reunited with 
his father. And redemption comes in the 
form-what else?-of the Ibis. ■ 



Russia and the first world war 

Blindly over the 
brink 



Towards the Flame: Empire, War and the 
End of Tsarist Russia. By Dominic Lieven. 
Allen Lane; 429 pages; £25. To be published 
in America by Viking in August 

T he first world war brought many afflic- 
tions to Europe: revolution, civil war, 
two famines, collectivisation, dictatorship 
and terror. The botched peace of Versailles 
stoked revanchism and brought further ca- 
tastrophe in 1939. So the decisions which 
took Russia into a needless war in 1914 can 
be blamed for the death of at least 50m 
subjects of the tsarist and Soviet empires, 
plus countless others. 







Tsar struck 



The origins, course and effects of the 
war have been minutely researched by 
Western historians, but not, until Dominic 
Lieven’s masterly new book, from a Rus- 
sian point of view. The result is a gripping, 
poignant and in some respects revolution- 
ary contribution to European history. The 
author-a distinguished British scholar de- 
scended from several of the protagonists 
he describes-has had unprecedented, and 
possibly unique, access to the Russian state 
archives. Shortly after he finished his re- 
search, the library fell into a Moscow rail- 
way tunnel. A week later it was closed. 

“Towards the Elame” begins with a 
lucid sketch of the decades leading up to 
the war. The balance between the six great 
powers- Austria-Hungary, Britain, Erance, 
Germany, Russia and Turkey-was always 
at risk of upset. It depended on a mixture 
of cool-headed bluff and good diplomacy. 
They were all too often lacking. 

By the end of the 19th century the Euro- 
pean security order was disintegrating, 
pulled apart by nationalism, imperialism 
and globalisation. The empires were like ti- 
gers, which even when threatened with ex- 
tinction will not co-operate. Preservation 
required statecraft based on common in- 
terests, not those of ethnic groups whose 
own linguistic and cultural aspirations 
were crystallising into the desire to run 
their own affairs. Globalisation was erod- 
ing national boundaries. But that was 
anathema to economically illiterate lead- 
ers who saw interdependence as weak- 
ness. Thinking was also skewed by what 
Mr Lieven calls “vapid” biological meta- 
phors in which the state was seen as a liv- 
ing organism, ruthlessly competing for size 
and resources, prizing prestige and 
strength over stability and practicality. 

Britain and Erance had overseas em- 
pires. The other European powers had col- 
onies closer to home. Austria-Hungary 
was grappling with restless Slavs inside its 
borders, and still more unruly ones in its 
Balkan neighbours. It was heavily, and 
humiliatingly, dependent on Germany, 
which in turn felt stifled by its late arrival in 
the race for overseas territories. 

Russia had the greatest woes. Humiliat- 
ed in the war of 1905 with Japan, it was not 
modernising fast enough to keep up with 
the other great powers. The rise of Ukrai- 
nian national feeling (partially encouraged 
by Austria-Hungary) was a lethal threat to 
Russian identity; much the same as now, 
some would say. Russia hankered after lib- 
erating the Slavs of the Balkans and seizing 
control of the Bosporus from the ailing 
Ottoman empire, thus boosting its naval 
power. Pent-up anger among peasants and 
industrial workers, and an impatient mid- 
dle class, meant that reform and repression 
alike risked a social explosion. 

The leaders were grotesquely ill-suited 
to the problems they faced. Mr Lieven 
paints a series of vivid portraits of the Rus- 



sian decision-makers and functionaries, 
and their attempts to overcome a system of 
government which elevated autocracy to a 
virtue: the tsar had to be “pope, king and 
dictator” at once, and was bad at each one. 

What nowadays would be called civil 
society played a “nefarious” role too, Mr 
Lieven argues. He outlines the unhelpful 
part played in many countries by a hysteri- 
cally nationalist press, voluntary bodies, 
such as the powerful naval fan clubs in 
Germany, which saw it as their role to pre- 
vent compromise besmirching the nation- 
al honour, and segments of the Russian ar- 
istocracy which detested professionalism 
and pragmatism in state administration. 

Mr Lieven’s Russia-centred point of 
view may jar with Poles and others who 
see the collapse of the tsarist empire as the 
midwife of national rebirth. But the book’s 
eloquence, insights and detail make it an 
indispensable read for anyone trying to 
understand European history in the last 
century-or world affairs in general. 

Readers will be left aghast at the way in 
which largely sensible, humane and well- 
educated men brought about such suffer- 
ing and havoc with their blinkered deci- 
sion-making. Mr Lieven’s concluding 
thoughts, written from a Japanese moun- 
tainside where he has a second home, add 
a further note of dismay. He draws some 
sketchy but alarming parallels between 
Europe’s descent into disaster 100 years 
ago, and East Asia’s fractious security to- 
day, which is beset by a familiar cocktail of 
strident nationalism and brinkmanship. ■ 



Joseph Mitchell of the New Yorker 

The grammar of 
hard facts 



Man in Profile: Joseph Mitchell of the New 
Yorker. By Thomas Kunkel. Random House; 

366 pages; $30 

44 AT ANY hour of the day or night,” 
wrote Joseph Mitchell, “I can shut 
my eyes and visualise in a swarm of detail 
what is happening on scores of streets.” 
That, for Mitchell, was New York, where he 
worked as a reporter-starting in 1929, 
when he arrived as a college dropout from 
a small town in North Carolina, until 1964, 
when he submitted his last piece to the 
New Yorker. 

Researching a story, Mitchell could 
spend whole days on the bus, taking notes 
on what he saw out of the window, or wan- 
dering around a cemetery to identify the 
weeds that grew there. Mitchell, wrote one 
critic, could “achieve the same effects with 
the grammar of hard facts that Dickens 
achieved with the rhetoric of imagina- 
tion.” He came to be widely imitated. ►► 
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► Calvin Trillin dedicated one of his books 
“to the New Yorker reporter who set the 
standard-Joseph Mitchell.” 

Meticulousness, however, had its price. 
Once a newspaperman filing many arti- 
cles a week, Mitchell started taking 
months, then years, on his magazine sto- 
ries. He spent half a decade writing his 
final profile. Then, for more than 30 years, 
he arrived every day at the New Yorker of- 
fice without ever submitting another piece. 
According to a revealing new book, Mitch- 
ell’s colleagues even started searching his 
bin for clues about what he was doing. 

Mitchell’s subject was life at the periph- 
ery of his metropolis. At the long-vanished 
New York Herald Tribune, he began his 
reporting career by, as he put it, “hoofing 
after dime-a-dozen murders.” The young 
writer could be jaunty and jokey. “I think, 
as a matter of fact,” he wrote, “that bur- 
lesque strippers are a great deal like ele- 
phants: when you’ve seen one you’ve seen 
them all.” He relished precise description. 
When, at 26, Mitchell covered the execu- 
tions of three men convicted of murder, he 
noticed that the electric chair rested on ex- 
actly three sheets of rubber carpet. 

Proud of his vigilance, the young Mitch- 
ell claimed: “A newspaper can have no big- 
ger nuisance than a reporter who is always 
trying to write literature.” Just eight 
months after these words were published 
Mitchell began working full time for the 
New Yorker, where his ambitions turned 
literary. More and more he found himself 
evoking the past. His humour grew reflec- 
tive and wry and a touch metaphysical. He 
wrote about the decline of New York beef- 
steak parties, which had begun admitting 
women and consequently lost an appreci- 
ation for “the man who let out the most ec- 
static grunts, drank the most beer, ate the 
most steak, and got the most grease on his 
ears”; and about a downtown dive, Dick’s 
Bar and Grill, whose modernising renova- 
tion caused Mitchell to reflect: “I am aware 
that it is childish, but sometimes, leaning 
against the spick-and-span new bar, I am 
overcome by nostalgia for the gutter.” 

Mitchell was eulogising worlds he was 
often too young to have known personally. 
As he aged, the traces of these pasts-one 
could call them the pasts of his own past- 
began to fade. The New York Mitchell had 
explored as a young reporter was vanish- 
ing. In response, his stories darkened. In 
his profile of George Hunter, an elderly res- 
ident of New York’s remote Sandy Ground 
community, Mitchell follows Hunter 
around the local cemetery as the old man 
talks of long dead neighbours. At his own 
future grave-site. Hunter falls into a gloom. 
“It won’t make any difference,” he says of 
his burial ceremony. Mitchell would go on 
to publish only three more articles. 

It is just one of the enlightening discov- 
eries of Thomas Kunkel’s biography that 
Mitchell continued trying to produce new 
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work until the end of his life. Among 
Mitchell’s papers Mr Kunkel found drafts 
of three chapters of an unfinished autobi- 
ography, all of which have now been pub- 
lished in the New Yorker, most recently this 
past February. Mr Kunkel shows how 
Mitchell struggled for years to alight on a 
subject representative of his increasingly 
general sense of displacement. He was, the 
author contends, “a gifted writer who was 
trapped by his own expectations”. 

Mr Kunkel, who depicts Mitchell as 
saintly, worries a lot about the most telling 
discovery of his research: the famous re- 
porter made things up. Kunkel determines 
that Cockeye Johnny Nikanov, one of 
Mitchell’s beloved profile subjects, was a 
composite character invented by Mitchell. 
He uncovers reporting notes and editorial 
memoranda that indicate that Mitchell reg- 
ularly altered experiences and quotations 
referred to in his stories. 

Mitchell did not think this light fiction- 
alising would discredit his work. In its ear- 
ly years, before literary journalism had be- 
come popular in American magazines, it 
was not so unusual for the New Yorker to 
run composite profiles. The practice has 
long since been banned at the magazine, 
which ran its own review of Mr Kunkel’s 
book and addressed what is clearly a diffi- 
cult issue. Mitchell, at least, felt his tech- 
nique could conjure a major literary effect. 
“He is truer to life than I would’ve been 
able to make him had he been a real per- 
son,” he said of Nikanov. 

Fanatical reporting and occasional in- 
vention did not seem contradictory to 
Mitchell; each was a means of finding 
beauty in the mundane. How to classify 
his approach may remain an open ques- 
tion. It would be inaccurate to call it nonfic- 
tion, but Mitchell’s editors were not alone 
in thinking he got his stories just right. ■ 



The Korean war 

Tyrant and truant 



The Great Leader and the Fighter Pilot: The 
True Story of the Tyrant Who Created North 
Korea and the Young Lieutenant Who Stole 
His Way to Freedom. By Blaine Harden. 

Viking; 290 pages; $27.95. Pan Macmillan; 
£16.99 

T he vain feats of Kim II Sung, the Korean 
guerrilla leader who fought the Japa- 
nese occupiers from Manchuria, were irre- 
sistible to the destitute North Koreans who, 
by the 1940s, had suffered nearly four de- 
cades of brutal colonisation. They did not 
know the truth: that Kim lost his war, fled 
east and later slinked home in a Soviet uni- 
form, kowtowing to Stalin until his death. 
Nor did they see that Kim’s monstrous re- 
gime, which would last another 41 years 
until he died in 1994, was built on fiction. 

In 1945 No Kum Sole was one of those 
who thought that young Kim, the Soviet 
poodle, was a sham. In the boy’s home- 
town, Russian soldiers ransacked and 
raped, and his family fell on hard times. Mr 
No longed to escape to America. Posing as 
a false communist, spying and snitching to 
prove his fervour, he became the youngest 
pilot in the North Korean air force. In 1950 
the Soviet-backed North invaded the 
South, prompting a UN-backed American- 
led force to step in. The Chinese, in turn, 
supported the North. Just after the conflict 
ended, Mr No flew a Soviet MiG-15 jet over 
the border and defected to the South. 

Both men’s lives in the nascent North 
Korean state are deftly woven together by 
Blaine Harden, an American journalist, 
who has made good use of Mr No’s mem- 
oirs, as well as newly declassified air-force 
intelligence reports, presidential papers 
and Chinese and Soviet archives. The his- 
tory of the war unfolds at the top, as Stalin, 
Mao and Kim (mostly “stewing in his irrel- 
evance”) jockey, bicker and bootlick for in- 
fluence. It is played out at the bottom 
through Mr No, who hears of the war at his 
naval academy in Chongjin, in the north- 
east, and goes to China to train as a pilot. 

North Korea was deeply vulnerable 
from the skies. Three weeks into the war, 
almost all of its combat planes had been 
strafed; America described its early air- 
force campaign as “leisurely”. Its bombers 
destroyed more than four-fifths of the 
North’s infrastructure. The destruction of 
Chongjin, which Mr No witnessed, was a 
“steady, systematic and unhurried chore”. 
Within two months the B-29 bombers said 
they were running out of targets. 

If China fought America to a bloody 
stalemate on the ground, in the air the So- 
viet Union’s best pilots fought its air force ►► 
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► to a draw. By late 1951 about 2,500 mIgs 
prowled the skies above a section of the 
Sino-Korean border, known as “MiG Al- 
ley”. Stalin wanted his meddling kept qui- 
et, so Soviet pilots flew without identifica- 
tion papers, in Chinese flight uniforms 
aboard jets with Chinese markings. Ameri- 
ca was not fooled, but it chose to ignore the 
charade-a move, Mr Harden says, that 
may have kept “the cold war cool”. 

America, too, engaged in deceit. Mr No 
says he saw American pilots cross into 
Manchuria, in violation of the rules of 
combat, to attack enemy planes, including 
those of his colleagues, as they landed (the 
air force would try to cover this up for de- 
cades). They also dumped over 32,000 
tonnes of napalm on the North, nearly 
twice as much as fell on Japan in 1945. Ene- 
my soldiers lived on rice, so the Americans 
blew up dams to flood the paddy fields. 

How Mr No witnessed the savagery 



T wenty years ago, a raw angry film 
burst on to the big screen and into the 
Erench mind. “La Haine” (Hatred), written 
and directed by Mathieu Kassovitz when 
he was just 26, was a stylised black-and- 
white drama about youth, guns and police 
brutality that opened Erench eyes to the 
rage on the housing estates of the country’s 
banlieues. Although nothing since has 
quite matched its dramatic power, “La 
Haine” opened the way for a generation of 
Erench film-makers, who have turned their 
backs on the elegant salons and leafy bou- 
levards of Paris for the tense, angular 
vibrant world of the banlieue. 

Even today, “La Haine” is worth watch- 
ing again. Its haunting opening voice-over, 
relating a story about a man who falls from 
a skyscraper and tells himself as he 
plunges to the ground, “So far, so good; so 
far, so good,” sets the movie up for its 
shocking end. It also acts as the film’s cen- 
tral metaphor. The simmering rage of Said 
(of Arab origin), Vinz (a Jew) and Hubert 
(an African), three young drifters whose 
friend, Abdel, dies after being detained by 
the police, speaks for the multiracial ban- 
lieues as a whole: a peripheral place of 
exclusion and resentment that the rest of 
Erance ignores at its peril. 

Mr Kassovitz’s film, which won the 
prize for best director at the Cannes film 
festival and launched Vincent Cassel’s act- 
ing career, was not the first film made 
about the Erench banlieues. Malik Chibane 



and still clung to his admiration for Ameri- 
ca is not quite spelt out. But Mr Harden 
does make clear that Mr No’s flight was for 
freedom and not for the American cash 
that awaited him under the terms of Oper- 
ation Moolah-a bribe of $100,000 (about 
$900,000 today) set up in 1953 for the first 
pilot to defect in a MiG. An American gen- 
eral called Mr No’s defection the country’s 
most “spectacular” piece of psychological 
warfare against the communists; Mr No 
had never heard of the reward. 

The destruction of the North prompted 
much guilt across the socialist world, 
which Kim was quick to prey on. In 1954 
China spent more than 3% of its budget 
helping the North. The devastation be- 
came Kim’s most potent propaganda. He 
found in it the trope that would continue to 
justify his people’s suffering for decades to 
come: that foreign powers-chiefly Ameri- 
ca-had always been to blame. ■ 



(“Hexagone”, 1994) and Thomas Gilou 
(“Rai”, 1995), for example, also set their 
movies in the harsh housing projects. But 
none captured the imagination in quite the 
same way, nor did it with such cinematic 
style. “La Haine” helped draw film-makers 
towards a rich seam. 

The most recent example is Celine 
Sciamma’s “Bande de Eilles”, released in 
English on May 8th as “Girlhood”. Part 
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coming-of-age girl movie, part social com- 
mentary on the narrowness of options in 
the banlieues, it follows Marieme (Karidja 
Toure-pictured), a black Erench teenager 
with younger sisters to look after and an 
older brother to fear. She falls in with a 
gang of girls who offer her straightened 
hair, shoplifted clothes, street fighting and 
affection. The end is not uplifting, but the 
performances, from four sassy newcom- 
ers, are wonderfully so. It speaks eloquent- 
ly of female loyalty and empowerment, as 
well as the wretched limits of both. 

Up to a point, “Bande de Eilles” carries 
the familiar markers of a banlieue movie: 
brutalist tower blocks, long rides on subur- 
ban trains to reach central Paris, faceless 
fast-food joints open late into the night. 
The only glimpse of the Eiffel Tower is a 
faux monument on a mini-golf course. But, 
with its blue palette and female energy, 
“Bande de Eilles” also seems to be saying 
that there is more to this world than drab 
monochrome and masculine aggression. 

In this sense it follows other Erench 
films, such as Abdellatif Kechiche’s “L’Es- 
quive” (“Games of Love and Chance”, 
2003), in which the banlieue is backdrop 
more than subject matter. Improbably, and 
seductively, this movie chronicled the pro- 
duction of an 18th-century Erench play by 
Pierre de Marivaux, bodices and all, in a 
mixed-race secondary school. Other film- 
makers have turned to comedy, where eth- 
nic minorities in Prance thrive. “Tout ce qui 
Brille” (“All that Glitters”, 2010), for in- 
stance, directed by Geraldine Nakache and 
Herve Mimran, is a bittersweet movie 
about two high-octane girls from the ban- 
lieue who try, just a bit too hard, to escape 
into high Parisian society. 

If Erench banlieue film has broadened 
out and now defies two-dimensionalism, 
“La Haine” stands out nevertheless. “The 
kind of serious cinematic exploration of 
the banlieues that ‘La Haine’ provided 
hasn’t really been replicated,” says Ginette 
Vincendeau, professor of film studies at 
King’s College London. Social realism does 
not have strong roots in Erench cinema, 
dominated as it is by directorial creative vi- 
sion. Perhaps Laurent Cantet came closest 
with “Entre les Murs” (“The Class”) in 
2008, a sobering documentary-style film 
about a well-meaning teacher up against 
apathy, family dysfunction and insolent 
high spirits in a multiracial Paris school. 

It is not for want of subject matter. As 
Ms Vincendeau points out, the burning 
difficulties in today’s banlieues, such as the 
place of Islam in secular Prance, are largely 
absent from the big screen. “Bande de 
Eilles”, for example, features not a single 
veiled girl, nor any reference to religion. 
Por all the willingness of Erench film- 
makers to engage with the contemporary 
drama of multi-ethnic banlieue Prance, 
jihad and radical Islam still remain, for the 
time being, off limits. ■ 
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A new film set in France’s poor housing projects mines a rich seam 
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Economic data 

% change on year ago 
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production 
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Consumer prices Unemployment 
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months, $bn 20151 


Budget 

balance 

% of GDP 
2015t 


Interest 
rates, % 

10-year gov't 
bonds, latest 


Currency units, per $ 
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United States 


+3.0 Ql 


+0.2 


+2.6 


+2.0 Mar 


-0.1 Mar 
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5.4 Apr 


-410.6 Q4 


-2.3 


-2.5 


2.24 


- 
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China 


+7.0 Ql 
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+1.5 Apr 


+1.4 


4.1 Ql§ 


+291.5 Ql 


+2.8 


-2.8 


3.17§§ 


6.20 


6.23 


Japan 


-0.8 Q4 


+1.5 


+0.8 


-1.2 Mar 


+2.3 Mar 


+0.7 


3.4 Mar 


+68.5 Mar 


+1.9 


-6.9 


0.46 


119 


102 


Britain 


+2.4 Ql 


+1.2 


+2.5 


+0.6 Mar 


nil Mar 


+0.3 


5.5 Febtt 


-161.3 Q4 


-4.3 


-4.4 


2.03 


0.64 


0.59 


Canada 


+2.6 Q4 


+2.4 


+2.0 


+1.6 Feb 


+1.2 Mar 


+1.1 


6.8 Apr 


-39.3 Q4 




-1.8 _ 


1.83 


1.20 


1^0^ _ 


Euro area 


+1.0 Ql 


+1.6 


+1.5 


+1.8 Mar 


nil Apr 


+0.2 


11.3 Mar 


+298.6 Feb 


+2.6 


-2.2 


0.73 


0.88 


0.73 


Austria 


+0.4 Ql 


+0.7 


+1.0 


-0.2 Feb 


+1.0 Mar 


+0.9 


5.6 Mar 


+3.2 Q4 


+1.5 


-2.1 


0.68 


0.88 


0.73 


Belgium 


+0.9 Ql 


+1.2 


+1.2 


-4.6 Feb 


+0.3 Apr 


+0.2 


8.5 Mar 


+7.4 Dec 


+0.6 


-2.6 


0.90 


0.88 


0.73 


France 


+0.7 Ql 


+2.2 


+1.1 


+1.3 Mar 


+0.1 Apr 


+0.1 


10.6 Mar 


-21.8 Marf 


-0.9 


-4.2 


0.97 


0.88 


0.73 


Germany 


+1.0 Ql 


+1.1 


+2.0 


-0.1 Mar 


+0.5 Apr 


+0.4 


6.4 Apr 


+289.7 Mar 


+7.5 


+0.7 


0.73 


0.88 


0.73 


Greece 


+0.1 Ql 


-0.9 


+1.4 


+5.0 Mar 


-2.1 Apr 


-0.9 


25.4 Feb 


+1.6 Feb 


+2.7 


-3.5 


10.57 


0.88 


0.73 


Italy 


nil Ql 


+1.3 


+0.6 


+1.5 Mar 


-0.1 Apr 


+0.1 


13.0 Mar 


+45.9 Feb 


+1.9 


-2.9 


1.90 


0.88 


0.73 


Netherlands 


+2.4 Ql 


+1.6 


+1.6 


+1.7 Mar 


+0.6 Apr 


+0.1 


8.9 Mar 


+90.2 Q4 


+9.3 


-1.9 


0.86 


0.88 


0.73 


Spain 


+2.6 Ql 


+3.6 


+2.6 


+4.7 Mar 


-0.6 Apr 


_-0^5_ 


23.0 Mar 


+11.9 Feb 


+0.5 


-4.4 


1.84 


0.88 


0.73 


Czech Republic +1.2 04 


+1.5 


+2.9 


+6.2 Mar 


+0.5 Apr 


+0.2 


6.7 Apr§ 


+1.4 Q4 


-0.5 


-1.7 


0.79 


24.2 


20.0 


Denmark 


+1.5 Q4 


+2.1 


+1.7 


+4.9 Mar 


+0.5 Apr 


+0.7 


4.9 Feb 


+22.4 Mar 


+5.7 


-3.0 


0.94 


6.58 


5.45 


Norway 


+3.2 Q4 


+3.7 


+0.9 


+1.5 Mar 


+2.0 Apr 


+1.5 


4.1 Febft 


+42.5 Q4 


+11.5 


+6.7 


1.76 


7.39 


5.92 


Poland 


+3.1 Q4 


+2.8 


+3.3 


+8.7 Mar 


-1.5 Mar 


+0.2 


11.3 Apr§ 


-5.3 Feb 


-1.7 


-1.5 


2.90 


3.61 


3.05 


Russia 


+0.4 Q4 


na 


-4.0 


-0.5 Mar 


+16.5 Apr 


+15.4 


5.9 Mar§ 


+57.1 Ql 


+4.3 


-2.6 


10.47 


49.3 


34.9 


Sweden 


+2.6 Q4 


+4.6 


+2.8 


+0.3 Mar 


-0.2 Apr 


+0.2 


8.0 Mar§ 


+35.7 Q4 


+5.7 


-1.3 


0.83 


8.24 


6.55 


Switzerland 


+1.9 Q4 


+2.4 


+0.8 


+2.7 Q4 


-1.1 Apr 


-0.9 


3.3 Apr 


+49.1 Q4 


+8.0 


+0.2 


0.09 


0.92 


0.89 


Turkey 


+2.6 Q4 


na 


+3.2 


l^r_ 


+7.9 Apr 




11.3 Jan§ 


-45.5 Mar 


-4.6 


-1.7 


9.19 


W _ _ 


l^l__ 


Australia 


+2.5 Q4 


+2.2 


' +2.4 


+3.3 Q4 


+1.3 Ql 


+1.7 


6.2 Apr 


-40.1 Q4 


-3.2 


-2.3 


2.96 


1.23 


1.07 


Hong Kong 


+2.2 Q4 


+1.5 


+2.4 


-3.6 Q4 


+4.6 Mar 


+3.3 


3.3 Mar^^ 


+5.6 Q4 


+2.3 


-0.2 


1.76 


7.75 


IJb 


India 


+7.5 Q4 


+4.0 


+7.6 


+2.1 Mar 


+4.9 Apr 


+5.3 


8.6 2014 


-27.4 Q4 


-0.9 


-4.1 


7.96 


64.0 


59.4 


Indonesia 


+4.7 Ql 


na 


+5.1 


+6.7 Mar 


+6.8 Apr 


+5.9 


5.8 Ql§ 


-26.2 Q4 


-3.1 


-1.9 


7.86 


13,106 


11,495 


Malaysia 


+5.8 Q4 


na 


+5.5 


+6.9 Mar 


+0.9 Mar 


+2.9 


3.2 Feb§ 


+15.2 Q4 


+3.4 


-4.4 


3.92 


3.59 


3.23 


Pakistan 


+5.4 2014* 


* na 


+5.7 


+0.9 Feb 


+2.1 Apr 


+4.2 


6.2 2013 


-1.9 Ql 


-0.6 


-5.1 


8.85ttt 


102 


98.7 


Philippines 


+6.9 Q4 


+10.4 


+6.7 


+13.6 Mar 


+2.2 Apr 


+3.0 


6.6 Ql§ 


+12.7 Dec 


+3.8 


-2.0 


4.42 


44.7 


43.8 


Singapore 


+2.1 Ql 


+1.1 


+3.1 


-5.5 Mar 


-0.3 Mar 


+0.4 


1.8 Ql 


+58.8 Q4 


+22.2 


-0.7 


2.38 


1.32 


1.25 


South Korea 


+2.4 Ql 


+3.1 


+3.1 


-0.1 Mar 


+0.4 Apr 


+1.1 


3.9 Apr§ 


+97.5 Mar 


+6.7 


+0.5 


2.55 


1,093 


1,022 


Taiwan 


+3.5 Ql 


+4.8 


+3.9 


+6.5 Mar 


-0.8 Apr 


+0.6 


3.8 Mar 


+65.3 Q4 


+12.6 


-1.2 


1.61 


30.7 


30.2 


Thajlajid 


+2.2 Q4 


__H^1_ 





-1.8 Mar 


-1.0 Apr 


_+L3__ 


1.0 Mar§ 


Ql _ 





-1.9 


2.61 


33.5 





Argentina 


+0.4 Q4 


+0.1 


' -0.7 


-1.6 Mar 


_ *** 


- 


6.9 Q4§ 


-5.1 Q4 


-1.5 


-3.1 


na 


8.95 


8.02 


Brazil 


-0.2 Q4 


+1.3 


-1.2 


-3.5 Mar 


+8.2 Apr 


+8.0 


6.2 Mar§ 


-101.6 Mar 


-4.1 


-5.3 


12.74 


3.04 


2.22 


Chile 


+1.8 Q4 


+3.8 


+3.0 


-3.2 Mar 


+4.1 Apr 


+3.7 


6.1 Mar§f^ 


-3.0 Q4 


-1.5 


-2.0 


4.62 


603 


549 


Colombia 


+3.5 Q4 


+2.9 


+3.6 


-1.3 Feb 


+4.6 Apr 


+4.1 


8.9 Mar§ 


-19.8 Q4 


-6.4 


-2.1 


6.96 


2,388 


1,924 


Mexico 


+2.6 Q4 


+2.7 


+2.8 


+1.7 Mar 


+3.1 Apr 


+3.2 


4.2 Mar 


-26.5 Q4 


-2.3 


-3.4 


6.01 


15.3 


12.9 


Venezuela 




_^0J)_ 


-3.4 


na 


+68.5 Dec 


+65.9 


7.9 Jan§ 


+10.3 Q3 


-1.8 


-15.9 


11.03 


6.30 


6.35 


Egypt 


_ _ 

+4.3 Q4 


na 


' +4.2 


-0.1 Mar 


+11.0 Apr 


+9.8 


12.9 Q4§ 


-5.8 Q4 


-1.3 


-10.7 


na 


7.63 


7.07 


Israel 


+3.4 Q4 


+7.0 


+3.5 


-0.3 Feb 


-1.0 Mar 


-0.3 


5.3 Mar 


+9.0 Q4 


+4.8 


-3.0 


1.82 


3.84 


3.45 


Saudi Arabia 


+3.6 2014 


na 


+2.6 


na 


+2.0 Mar 


+2.7 


6.0 2014 


+81.2 Q4 


-2.0 


-10.9 


na 


3.75 


3.75 


South Africa 


+1.3 Q4 


+4.1 


+2.1 


+3.2 Mar 


+4.0 Mar 


+4.6 


24.3 Q4§ 


-19.1 Q4 


-5.4 


-3.7 


8.14 


11.9 


10.3 



Source: Haver Analytics. *% change on previous quarter, annual rate. ^The Economist pallor Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ^New series. **Year ending June. ttLatestS 
months. tt3-month moving average. §§5-year yield. ***0ffidal number not yet proven to be reliable; The State Street PriceStats Inflation Index, Mar 27.1%; year ago 38.03% tttDollar-denominated bonds. 



Thf 

Economist 



World in Figures 

The world figured out 



>1 liiia.|hT ■ 

AppStore ■►Crf*^-play 




Also available at; wrww.worldinfigures^com 






The Economist May I6th 2015 



Economic and finandal indicators 



85 



Markets 



% change on 
Dec 31st 2014 





Index 
May 13th 


one 

week 


in local in $ 
currency terms 


United States (DJIA) 


18,060.5 


+1.2 


+1.3 


+1.3 


China (SSEA) 


4,583.8 


+3.5 


+35.2 


+35.2 


Japan (Nikkei 225) 


19,764.7 


+1.2 


+13.3 


+14.0 


Britain (FSE 100) 


6,949.6 


+0.2 


+5.8 


+6.7 


Canada (S&PTSX) 


14,980 


_ -0-3 


+2.4__ 




Euro area (FTSE Euro 100) 


1,180.2 


~+0.2 


"'+13.8' ' 


+6.8 


Euro area (EUR0ST0XX50) 3,553.4 


-0.1 


+12.9 


+6.0 


Austria (ATX) 


2,659.6 


+3.4 


+23.1 


+15.5 


Belgium (Bel 20) 


3,657.9 


+1.9 


+11.3 


+4.5 


France (CAC 40) 


4,961.9 


-0.4 


+16.1 


+8.9 


Germany (DAX)* 


11,351.5 


nil 


+15.8 


+8.6 


Greece (Athex Comp) 


828.9 


+1.5 


+0.3 


-5.9 


Italy (FSE/MIB) 


23,211.0 


+2.4 


+22.1 


+14.5 


Netherlands (AEX) 


486.7 


+1.8 


+14.7 


+7.6 


Spain (Madrid SE) 


1,148.0 


+1.4 


+10.1 


+3.3 


Czech Republic (PX) 


1,034.4 


+1.7 


+9.3 


+3.4 


Denmark (OMXCB) 


855.7 


+1.0 


+26.7 


+18.6 


Hungary (BUX) 


22,394.0 


-2.0 


+34.6 


+29.6 


Norway (OSEAX) 


710.7 


+1.4 


+14.7 


+16.7 


Poland (WIG) 


57,246.7 


+0.6 


+11.3 


+9.7 


Russia (RTS, $ terms) 


1,082.2 


+1.5 


+12.3 +36.9 


Sweden (0MXS30) 


1,622.0 


+2.4 


+10.8 


+5.5 


Switzerland (SMI) 


9,050.7 


+1.8 


+0.7 


+9.1 


Turkey (BIST) 


86,417.4 


+4.8 


+0.8 


-10.3 


Australia (All Ord.) 


5,710.8 


+0.3 


+6.0 


+5.2 


Hong Kong (Hang Seng) 


27,249.3 


-1.4 


+15.4 


+15.5 


India (BSE) 


27,251.1 


+2.0 


-0.9 


-2.3 


Indonesia (JSX) 


5,246.1 


+1.2 


+0.4 


-5.4 


Malaysia (KLSE) 


1,803.0 _ 




+2.4 


-0.5 


Pakistan (KSE) 


33,023.8 


-2.4 ' 


+2.8 


+1.5 


Singapore (STI) 


3,453.2 


-0.2 


+2.6 


+2.6 


South Korea (KOSPI) 


2,114.2 


+0.5 


+10.4 


+10.3 


Taiwan (TWI) 


9,724.1 


-1.0 


+4.5 


+7.6 


Thailand (SET) 


1,496.0 


-1.6 


-0.1 


-2.2 


Argentina (MERV) 


12,192.2 


+0.5 


+42.1 


+34.6 


Brazil (BVSP) 


56,372.0 


-1.3 


+12.7 


-0.6 


Chile (IGPA) 


19,872.7 


-0.2 


+5.3 


+6.5 


Colombia (IGBC) 


10,583.0 


-3.3 


-9.0 


-9.1 


Mexico (IPC) 


45,038.1 


+0.4 


+4.4 


+1.0 


Venezuela (IBC) 


5,637.8 


-1.0 


+46.1 


na 


Egypt (Case 30) 


8,526.4 


-2.6 


-4.5 -10.5 


Israel (TA-100) 


1,439.0 


+1.6 


+11.6 


+13.3 


Saudi Arabia (Tadawul) 


9,672.0 


-0.5 


+16.1 


+16.1 


South Africa (JSEAS) 


54,053.9 


+0.4 


+8.6 


+5.7 



I Treasure chest 

Corporate America is holding $1.73 
triUion in cash, with the top five compa- 
nies hoarding almost half a trillion be- 
tween them, according to a report 
published by Moody's Investor Services. 
The firm estimates that $1.1 trillion (or 
64%) of the totalis being held abroad, a 
16% increase on the previous year, as 
companies choose to take advantage of 
cheap borrowing costs at home to fund 
their spending, rather than face the tax 
bill when repatriating profits. Technology 
firms are increasingly responsible for this 
stockpiling of money. Tech companies 
now hold $690 billion in cash between 
them, more than double their 2009 
holdings, and 40% of the total. Apple 
alone holds $178 billion. 



Other markets 



Index 
May 13th 


% change on 
Dec 31st 2014 
one in local in $ 
week currency terms 


United States (S&P 500) 


2,098.5 


+0.9 


+1.9 


+1.9 


United States (NAScomp) 


4,981.7 


+1.3 


+5.2 


+5.2 


China (SSEB, $ terms) 


423.6 


+5.8 


+45.7 


+45.7 


Japan (Topix) 


1,604.2 


+1.2 


+14.0 


+14.7 


EuropejFTSEurofirst 300^ 


1,570.1 


+1.4 


+14.7 


+7.6 


World, dev'd’(MSCI) 


1,790.0 


+1.0 


+4.7 


+4.7 


Emerging markets (MSCI) 


1,033.9 


-0.6 


+8.1 


+8.1 


World, all (MSCI) 


438.2 


+0.8 


+5.1 


+5.1 






_ J-L 




_^._2 


EMBI+ (JPMorgan) 


711.6” 


" -0.1 




+2.9 " 


"+2." 


Hedge funds (HFRX) 


1,243.7§ 


-0.1 


+2.1 


+2.1 


Volatility, US (VIX) 


13.8 


+15.2 


+19.2 (levels) 


CDSs, Eur (iTRAXX)t 


61.5 


-2.3 


+0.1 


-6.1 


CDSs,NAm (CDX)t 


65.5 


+0.2 


-1.1 


-1.1 


Carbon trading (|U_^S) € 


1J_ 


__+lJ_ 


_+5.^ 





Sources: Markit; Thomson Reuters. *Totalreturnindex. 
^Credit-defauLt-swap spreads, basis points. §May 12th. 

Indicators for more countries and additional 
series, goto: Economist.com/indicators 



US non-financial companies' cash holdings, $trn 
By Technology Other Health care 

■ Consumer products Energy 




Source: Moody's Investor Services 
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0.8 
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The Economist commodity-price index 

2005=100 

% change o n 





May 5th 


May 12th* 


one 

month 


one 

year 


Dollar Index 

All Items 


_145.6 


UAJ, 


^^8_ 


_-17.8 


Food 


157.5 


157.6 


+0.3 


-23.2 


Industrials 










All 


133.2 


131.6 


+6.0 


-9.9 


Nfat 


124.2 


122.1 


+3.0 


-18.7 


Metals 


137.0 


135.6 


+7.2 


-6.1 


Sterling Index 

All items 


174.3 


168.2 


-3.0 


-11.6 


Euro Index 










All items 


161.8 


160.1 


-2.3 


+0.2 


Gold 










$ per oz 


1,196.1 


1,191.4 


-0.5 


-8.1 


West Texas Intermediate 








$ per barrel 


60.5 


60.5 


+13.8 


-40.5 



Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO; 
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; timer Barry; WSJ. * Provisional 
tNon-food agriculturals. 
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Obituary Brian Beedham 




The pipe-smoking warrior 



Brian Beedham, foreign editor of The Economist for a quarter of a century, died on 
May nth, aged 87 



F or nearly all the 25 years leading up to 
the collapse of communism in 1989, two 
intellects dominated the pages of The Econ- 
omist. They were Norman Macrae, as dep- 
uty editor, and Brian Beedham, as foreign 
editor. Their marks were influential, endur- 
ing-and quite different. Norman, who 
died in 2010, relished iconoclasm, and orig- 
inal ideas sprang like a fountain from his ef- 
fervescent mind. Brian, bearded, tweed- 
jacketed and pipe-smoking (or pipe-pok- 
ing), held ideas that were more considered. 
It was he who provided the paper’s atti- 
tude to the post-war world. 

In that world, nothing was as important 
as seeing off communism, which in turn 
could be achieved only by the unyielding 
exercise of American strength. This view 
was not in itself unusual. What made it re- 
markable, and formidable, were the clarity, 
elegance and intellectual power with 
which it was propounded. 

No issue demanded the exercise of 
these qualities more than the Vietnam war, 
and probably none caused Brian more an- 
guish. A man of great kindness, and with- 
out a hint of vanity or pretension, he was 
far from being either a heartless ideologue 
or a primitive anti-communist (though he 
never visited either Russia or Vietnam to 
put his opinions to the test). But his unwa- 
vering defence of American policy drew 



criticism from both colleagues and readers. 
Why did he persist in pounding such a 
lonely trail, even after it had become clear 
that the American venture in South-East 
Asia was doomed? The short answer was 
conviction. His anti-communism was 
born of a love affair with America. 

As a young man, at Leeds Grammar 
School and Oxford, his politics had been 
leftish. They might have stayed that way. 
But in 1955 ambition bore him from the 
Yorkshire Post to The Economist where, after 
a few months, he won a Commonwealth 
Fund fellowship and with it a year study- 
ing local politics in the South and the West 
of the United States. In America Brian dis- 
covered a national ideology based on indi- 
vidualism, bottom-up democracy and an 
active belief in liberty that meant pro- 
blems could be solved at home and na- 
tions could be freed abroad. This was ex- 
actly in tune with his own emerging ideas. 

The dispassionate romantic 

Coming from drab, class-ridden, 1950s Brit- 
ain, Brian might have stayed. But he felt in- 
dubitably British. The Suez crisis was be- 
ginning just as he left for America in 
August 1956; he so strongly backed the in- 
vasion of Egypt that he volunteered his ser- 
vice to the British military attache in Wash- 
ington, ready even to give up his great new 
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American adventure to fight for this hope- 
less cause. And though he later became en- 
thusiastic about direct democracy (an en- 
thusiasm, like that for homeopathic pills, 
which was fostered by his links with Swit- 
zerland through Barbara, his wife), he was 
a monarchist to the end. 

Suspicious of intellectuals, Brian rel- 
ished exposing the soft, less-than-rigorous- 
ly-thought-out (he was fond of hyphens) 
orthodoxies of the liberal left. As foreign 
editor, he liked to draw unsparing compar- 
isons between the Soviet Union and the 
Nationalist regime in South Africa: to deny 
freedom on the basis of ideological convic- 
tions, he argued, was no less objectionable 
than denying it on the basis of colour. 

It was no doubt Brian’s command of 
words that helped to make him our Wash- 
ington correspondent in 1958 and then, in 
1963, foreign editor. In this role he wrote 
leaders on all manner of topics, often argu- 
ing a difficult case: for nuclear weapons, 
say; for supporting Israel (another of his 
unshakable causes) when sentiment was 
running otherwise; or indeed for the do- 
mino theory itself, which was never so 
ringingly defended. 

Brian was equally skilled as a sub-edi- 
tor. Articles that arrived on his desk with 
no clear beginning, end or theme were 
turned, apparently effortlessly, into some- 
thing perfectly sharp and coherent. More 
annoyingly for authors, articles that were 
perfectly coherent were sometimes turned 
with a few tweaks, deft as a paw-dab from 
one of his beloved cats, into pieces that 
said something quite different from what 
had been intended. A statement of fact 
might be qualified by “it is said” or the 
American invasion of Cambodia would 
become a “counter-attack”. 

These intrusions could be difficult to 
square with The Economist's tradition of 
open-mindedness; especially as Brian’s 
own mind was more contradictory than it 
seemed. His favourite conversation-part- 
ners were men like Henry “Scoop” Jackson 
and Richard Perle, hawkish intervention- 
ists; but he also had an acquaintance, al- 
most friendship, with at least one kgb man 
at the Soviet embassy in the 1980s. 

Away from work, the world he was 
analysing weekly was kept at bay. He did 
not own a television set, and found the 
best use of computers was to listen to 
American civil-war songs. Some of his 
pieces were pounded out on an ancient Ol- 
ivetti in a turret of Barbara’s family castle in 
the Alps, surrounded by peaks and clouds. 

Deep down he was a romantic, capable 
of great human feeling, whose head con- 
stantly seemed to remind him to keep a 
rein on his heart. He wrote sympathetical- 
ly and perceptively about Islam, and mov- 
ingly about refugees-especially boat peo- 
ple, and especially if they were Vietnam- 
ese. They were making his point for him. ■ 
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THEIR FIRST 

FAMILY 

PORTRAIT 

IS PROBABLY 
THEIR LAST. 



Every 20 seconds, families just 
like this lose a loved one to 
unsafe drinking water. Without 
anything to remember them by. 
That’s why we traveled to the 
Omo Valley of Ethiopia to give 
them their first family portraits. 
Knowing it might be their last. 



It doesn’t take much to keep these 
families together. Donate to help 
provide clean water, sanitation and 
hygiene at WATERisLIFE.com 
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Tslongo Family, Hamar Tribe 
Omo Valley 
Ethiopia 
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